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DESIGNATING LOCK AND DAM NO. 17 ON THE BLACK 
WARRIOR RIVER, ALA., AS THE JOHN HOLLIS BANK- 
HEAD LOCK AND DAM 





APRIL 16 (legislative day, APRIL 9), 1956.—0Ordered to be printed 





Mr. Cuavez, from the Committee on Public Works, submitted the 
following 


REPORT 


[To accompany S. 2421] 

The Committee on Public Works, to whom was referred the bill 
(S. 2424) to provide that lock and dam No. 17 on the Black Warrior 
River, Ala., shall hereafter be known and designated as the John 
Hollis Bankhead lock and dam, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pass. 

The purpose of the bill is to designate lock and dam No. 17 on the 
Black Warrior River, Ala., as the John Hollis Bankhead lock and 
dam in honor of the late Senator Bankhead. 

The site of lock and dam No. 17 is on the Black Warrior River 379 
miles upstream from Mobile, Ala. It was authorized in 1907 and 
opened to traffic in 1915. The lock has a double lift, the total lift 
being 72 feet. 

Lock and dam No. 17 is the most upstream structure on the Warrior- 
Tombigbee Rivers navigation system, a unit of the Nation's vast 
system of inland waterways, and the port of Birmingham is located 
on the pool created by this lock and dam. 

The committee believes it fitting and proper that this lock and dam 
bear the name of John Hollis Bankhead lock and dam in honor of the 
great statesman from Alabama who so ably served his State and 
country in the United States House of Representatives from 1887 
to 1907 and in the United States Senate from 1907 to 1920. 

Comments of the Federal agencies on this bill are as follows: 
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Executive OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., July 29, 1955. 
Hon. DENNIS CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate, 412 Senate Office Building, 
Washington, D. C. 

My Dear Mr. CnatrMan: This is in reply to your letter of July 
7, 1955, requesting the views of the Bureau of the Budget on S. 2424, 
a bill to provide that lock and dam No. 17 on the Black Warrior 
River, Ala., shall hereafter be known and designated as the John 
Hollis Bankhead lock and dam. 

The purpose of the bill is stated in its title. 

The Bureau of the Budget would have no objection to the enactment 
of this bill. 

Sincerely yours, 
(Signed) PERCY RAPPAPORT, 
Assistant Director. 





DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., August 10, 1955. 
Hon. DENNIS CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate, Washington, D. C. 

My DEAR SENATOR CHAVEZ: A report has been requested from this 
Department on S. 2424, a bill to provide that lock and dam No. 17 
on the Black Warrior River, Ala., shall hereafter be known and 
designated as the John Hollis Bankhead lock and dam. 

The Department of the Interior would have no objection to enact- 
ment of S. 2424, the contents of which are described by its title. 

The Bureau of the Budget has advised that there would be no 
objection to the submission of this report to your committee. 

Sincerely yours, 
(Signed) F. E. WORMSER, 
Assistant Secretary of the Interior. 





DEPARTMENT OF THE ARMY, 
August 12, 1955. 
Hon. DENNIS CHAVEZ, 
Chairman, Committee on Public Works, United States Senate. 

DEAR MR. CHAIRMAN: Reference is made to your request for the 
views of the Department of the Army with respect to S. 2424, 84th 
Congress, a bill to provide that lock and dam No. 17 on the Black 
Warrier River, Ala., shall hereafter be known and designated as the 
John Hollis Bankhead lock and dam. 

The Department of the Army offers no objection to the enactment of 
the above-mentioned bill. 

'The purpose of the bill is to designate lock and dam No. 17 on the 
Black Warrior River, Ala., as the John Hollis Bankhead lock and 
dam in honor of the late Senator Bankhead. 
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Since it appears that, under Public Law 242, 80th Congress, the 
Board on Geographic Names may have an interest in this legislation, 
it is recommended that the views of the Board be requested. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours. 
(Signed) Witper M. Brucker, 
Secretary of the Army. 
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AUTHORIZING THE CHARGING OF TOLLS FOR TRANSIT 
OVER THE MANETTE BRIDGE IN BREMERTON, WASH. 





APRIL 16 (legislative day, APnir 9), 1956.—Ordered to be printed 


Mr. Cuavez, from the Committee on Public Works, submitted the 
following 


REPORT 


[To accompany 6, 2712] 


The Committee on Public Works, to whom was referred the bill 
(S. 2712) to authorize the charging of tolls for transit over the Manette 
Bridge in Bremerton, Wash., having considered the same, report favor- 
ably thereon with an amendment and recommend that the bill, as 
amended, do pass. 

The amendment is as follows: 

Page 2, line 20, strike out “Manette Bridge” and insert in lieu thereof 
the word “bridges”. 

PURPOSE 


The purpose of S. 2712 is to authorize the Washington Toll Bridge 
Authority, as an agency of the State of Washington, to fix and charge 
tolls on the existing Manette Bridge across Port Washington Narrows 
at Bremerton, Wash., notwithstanding any provision to the contrary 
contained in the act of June 14, 1926 (44 Stat. 744). Tolls would be 
collected on the Manette Bridge, and not more than one additional 
bridge hereafter to be constructed by such authority adjacent to the 
Manette Bridge, to provide a fund sufficient to pay the cost of the 
maintenance and operation of both such bridges, and provide a sinking 
fund sufficient to amortize the cost of reconstructing and improving 
the Manette Bridge and of constructing such additional bridge and 
the approaches thereto, including interest and financing costs, within 
a period of not more than 30 years after such reconstruction or con- 
struction and improvement is commenced. After amortization, both 
bridges would be maintained and operated free of tolls. 


71006 





MICHIGAN LIBRARIES 


SITY OF 


< 


UNIVER 








2 TOLLS FOR TRANSIT OVER BRIDGE IN BREMERTON, WASH. 


STATEMENT 


The act of June 14, 1926, authorized the construction, maintenance, 
and operation of a bridge and approaches thereto, by W. E. Buell, 
across Port Washington Narrows within the city of Bremerton, 
Wash., under the provisions of the act of March 23, 1906. Section 2 
provides for acquisition of the bridge by public agencies and section 3 
provides for its operation as a free bridge or further for the charging 
of tolls to provide for the maintenance, repair, and operation of the 
bridge and to provide a sinking fund to amortize the amount paid for 
the bridge and approaches within a period of 15 years from the date 
of such acquisition. After the sinking fund is provided the bridge is 
to be free of tolls or the tolls so adjusted as to provide only for the 
costs of maintenance, operation, and repair of the bridge. 

The Manette Bridge was completed in 1930. At that time there 
were approximately 800 families living on the Manette Peninsula. 
Prior to completion of the bridge these people commuted to and from 
Bremerton by ferry. The bridge has a 2-lane roadway originally 
designed to carry 6,000 cars per day, but presently carrying approxi- 
mately 17,000 cars per day. 

The State of Washington acquired the Manette Bridge in 1938, and 
in 1940 it was freed of tolls. It became a part of the State highway 
system, being on the Federal-aid secondary system, although no 
Federal-aid highway funds were involved in its construction. 

The city of Bremerton has a normal population of about 32,000, ex- 
clusive of 6,000 to 10,000 Navy personnel and their families, and there 
are an additional 30,000 people living in fringe areas outside the city 
limits. The city of Bremerton, particularly the Manette Peninsula 
area is still growing and expanding, and many of the 12,000 employees 
of the Puget Sound Naval Shipyard reside in the East Bremerton 
area and use the present Manette Bridge in going to and from work. 

The existing bridge creates a bottleneck and present traffic condi- 
tions on both sides of the bridge are such that excessive congestion 
and delay occurs during rush hours and at other times during the day. 
Improvement of the approaches will permit more efficient traffic use 
of the bridge, but an additional bridge is urgently needed to relieve 
present congestion and care for future anticipated traffic conditions 

The 1955 session of the Washington State Legislature enacted legis 
lation authorizing agreements between the Department of Highways 
and the Washington Toll Bridge Authority concerning the reconstruc- 
tion and improvement of bridges on the State highway systems; au- 
thorizing the authority to carry out such work, to construct additiona! 
bridges, and to issue revenue bonds in connection therewith; and 
specifically authorized construction of a toll bridge over the Port 
Washington Narrows and improvement of the approaches to and the 
imposition of tolls on the Manette Bridge. 

The committee has been advised that the people of the area ove! 
whelmingly favor placing tolls on the existing bridge to help pay for a 
new 4-lane toll bridge, and that a moderate toll charge will completel) 
pay for the proposed improvements in 10 to 12 years. 

The committee believes that the existing narrow two-lane bridge 
has become entirely inadequate to serve the present population and 
the needs of the people employed at the Puget Sound Naval Shipyard. 
An additional bridge appears necessary to relieve the downtown area 
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of Bremerton of its traffic congestion, create a free flow of traffic from 
east to west and make the city more accessible to residents of the area 
north thereof; and for civil defense and rapid evacuation of the resi- 
dents and Navy yard personnel in case of an attack on the area. 

The committee further believes it proper to finance the new bridge 
and other allied improvements by tolls for use of the new bridge, and 
reimposition of tolls on the Manette Bridge, and recommends enact- 
ment of this legislation. 

Comments of the Federal agencies on S. 2712 are as follows: 

EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU or THE BUDGET, 
Washington 25, D. C., October 13, 1955. 
Hon. Dennis CuHavez, 
Chairman, Committee on Public Works, 
United States Senate, Washington 25, D. C. 

My DEAR MR. CHAIRMAN: This is in reply to your letter of August 2, 
1955, requesting the views of this office with respect to S. 2712, & 
bill to authorize the charging of tolls for transit over the Manette 
Bridge in Bremerton, Wash. 

This office would have no objection to the enactment of this measure. 

Sincerely yours, . 
Percy RAPPAPORT, 
Assistant Director. 


THE SECRETARY OF COMMERCE, 
Washington 25, November 2, 1955. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate, Washington, D. C. 

DEAR MR. CHAIRMAN: This is in reply to your request of August 
2, 1955, for the views of this Department concerning S. 2712, a bill 
to authorize the chargint of tolls for transit over the Manette Bridge 
in Bremerton, Wash. 

The bill would authorize the Washington Toll Bridge Authority, 
an agency of the State of Washington, to fix and charge tolls on a 
bridge, known as the Manette Bridge, across the Port Washington 
Narrows within the city of Bremerton, Wash., notwithstanding any 
provision of the act approved June 14, 1926 (44 Stat. 744), which 
authorized the construction of said bridge. Tolls on the Manette 
Bridge would be so adjusted that the amounts collected, together 
with the amounts collected from tolls on not more than one additional 
bridge hereafter to be constructed by the authority adjacent to the 
Manette Brige, would provide (a) a fund sufficient to pay the cost 
of maintenance and operation of both bridges, and (b) a sinking fund 
sufficient to amortize the cost of reconstructing and improving the 
Manette Bridge and of constructing such additional bridge and ap- 
proaches thereto within a period of not to exceed 30 years. When 
such funds have been so provided, the Manette Bridge would be 
maintained and operated free of tolls. 

The Manette Bridge was constructed as a privately owned toll 
bridge and completed in 1930. Section 3 of the 1926 act authorizing 
the construction of the bridge provided that if the bridge were ac- 
quired by a political subdivision of the State of Washington it would 
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be operated as a free bridge or tolls thereon adjusted to provide for 
costs of maintenance and operation after costs of acquistion had 
been paid. 

It is understood that the Manette Bridge became a part of the 
State highway system in 1939 and that tolls were then discontinued. 
It is also understood that present traffic conditions are such that 
excessive congestion and delay occur at peak traffic hours. The 
pending bill would permit the imposition of tolls on this bridge and 
the use of such tolls to aid in financing the construction of an adjacent 
toll bridge. 

During its 1955 session, the Legislature of the State of Washington 
enacted legislation authorizing agreements between the Department 
of Highways and the Washington Toll Bridge Authority concerning 
the reconstruction and improvement of bridges on the State highway 
systems; authorizing the authority to carry out such work, to con- 
struct additional bridges, and to issue revenue bonds in connection 
therewith; and specifically authorizing construction of a toll bridge 
over the Port Washington Narrows and the reconstruction and im- 
provement of the approaches to and the imposition of tolls upon the 
Manette Bridge (ch. 208, Laws of 1955, State of Washington). 

The existing bridge is on the Federal-aid secondary highway system; 
however; Federal-aid funds were not involved in the construction of 
the bridge or its approaches. 

The Department would interpose no objection to enactment of the 
pending bill. 

Budget Bureau has advised that it would interpose no objection to 
the submission of this report to the committee. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


DEPARTMENT OF THE ÅRMY, 
Washington 25, D. C., October 17, 1958. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate. 

DEAR MR. CHAIRMAN: Reference is made to your request for the 
views of the Department of the Army with respect to S. 2712, a bill 
to authorize the charging of tolls for transit over the Manette Bridge 
in Bremerton, Wash. 

The Department of the Army offers no objection to favorable con- 
sideration of the above-mentioned bill if amended as suggested below. 

The act of June 14, 1926 (44 Stat. 744) authorized the construction, 
maintenance, and operation of a bridge and approaches thereto, by 
W. E. Buell, across Port Washington Narrows within the city of 
Bremerton, Wash., in accordance with the provisions of the act of 
Congress of March 23, 1906. Section 2 provides for acquisition of the 
bridge bv public agencies and section 3 provides further for the charg 
ing of tolls to provide for the maintenance, repair, and operation of the 
bridge and to provide a sinking fund to amortize the amount paid for 
the bridge and approaches within a period of 15 years from the date 
of such acquisition. After the sinking fund is provided the bridge is 
to be free of tolls or the tolls so adjusted as to provide only for the 
costs of maintenance, operation, and repair of the bridge. 
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S. 2712 would authorize the Washington Toll Bridge Authority as 
an agency of the State of Washington to fix and charge tolls on the 
Manette Bridge notwithstanding any provision to the contrary con- 
tained in the act of June 14, 1926. Tolls would be collected on the 
Manette Bridge and not more than one additional bridge hereafter 
to be constructed by such authority adjacent to the Manette Bridge 
across Port Washington Narrows to provide a fund sufficient to pay 
the cost of the maintenance and operation of both such bridges and 
provide a sinking fund sufficient to amortize the cost of reconstructing 
and improving the Manette Bridge and of constructing such addi- 
tional bridge and the approaches thereto, including interest and 
financing costs within a period of not more than 30 years after such 
reconstruction or construction and improvement is commenced. 
After amortization, the Manette Bridge shall be maintained and 
operated free of tolls. It is apparently the intent of the bill that 
both bridges shall eventually be free of tolls. It is therefore sug- 
gested that the words “ Manette Bridge” in line 20, page 2, be deleted 
and the word “bridges” substituted therefor. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
(Signed) Wilber M. Brucker, 
WILBER M. BRUCKER, 
Secretary of the Army. 
Q 
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BRIDGE ACROSS THE MISSISSIPPI RIVER AT OR NEAR 
ROCK ISLAND, ILL., AUTHORIZING RECONSTRUCTION, 
ENLARGEMENT, AND EXTENSION 


APRIL 16 (legislative day, Apri 9), 1956.—Ordered to be printed 


Mr. Cuavez, from the Committee on Public Works, submitted the 
following 


REPORT 


[To accompany S. 2091] 


The Committee on Publie Works, to whom was referred the bill 
(S. 2091) authorizing the reconstruction, enlargement, and extension 
of the bridge across the Mississippi River at or near Rock Isiand, Ill., 
having considered the same, report favorably thereon with amend- 
ments and recommend that the bill as amended do pass. 

The amendments are indicated in the bill as reported and are as 
follows: 

On page 2, line 15, change the period to a colon and add the follow- 
ing: 

Provided, That such approaches shall include only those 
necessary portions of streets, avenues, and boulevards which 
are directly connected with the bridge, or which are located 
immediately adjacent thereto, and whose principal use is to 
provide access to the bridge. 


‘ 


On page 3, line 12, after “operated”’ insert ‘‘free of tolls” 


PURPOSE 


The purpose of S. 2091 is to amend the act approved March 18, 1938 

2 Stat. 110), which authorized the city of Rock Island, Ill., to con- 
struct, maintain, and operate a toll bridge across the Mississippi River 
at or near Rock Island, by authorizing the rec onstruction, enlargement, 
and extension of said bridge and its approaches, inc luding the : altering, 
widening, laying out, opening, or construc tion of streets to provide 
adequate approaches to the bridge; to provide for adjustment or tolls 
to cover the cost of such reconstruction work within a period of not to 
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exceed 30 years from the date of its completion; and upon amortization 
of the proposed improvements to maintain and operate the bridge free 
of tolls. 

STATEMENT 


The act of March 18, 1938, authorized the city of Rock Island, Ill, 
to construct, maintain, and operate a toll bridge across the Mississippi 
River from Rock Island, Ill., to Davenport, Iowa, in accordance with 
the provisions of an act to regulate the construction of bridges over 
navigable waters, approved March 23, 1906, with tolls to be charged 
for a period not in excess of 30 years, after which time it would be 
operated as a [ree bridge. 

The Rock Island Centennial Bridge was completed in 1940, and 
since that time the average daily traflic over the Diis has increased 
from 4,000 to 12,000 vehicles per day. The bridge is a four-lane 
bridge, and can accommodate a large volume of traffic, but it is 
estimated that its present approaches have only one-third to one- 
fourth the capacity of the bridge. Approximately 10 perce at of the 
vehicles using the bridge are large mds which are channeled through 
the business areas. Based on the present revenue, the bridge will be 
toll free in 1959. 

'The metropolitan area of Rock Island and Moline, Ill., Davenport, 
Iowa, and adjacent cities, has a total population of about 200,000. 
The area is highly industrialized, with an estimated 126 industries 
with 29,000 employees on the Illinois side, 179 industries with 15,000 
employees on the lowa side, and 6,000 employees at the Rock Island 
Arsenal located on an island in the river. Being one metropolitan 
area, the traffic across the river produced by this employment is ex- 
tremely heavy on the available bridges. 

Approximately eight blocks east of the Centennial Bridge is a free 
Government bridge connecting Rock Island and Davenport by way 
of the Rock Island Arsenal. Practically all of the employees at the 
arsenal travel to and from their homes by motor vehicles over the 
free bridge. The present average flow over this bridge is 15,000 to 
18,000 vehicles per day. This traffic is impeded by the opening of the 
bridge to permit boats to pass, which averages about 125 openings 
monthly. 

The committee has been advised that the city of Rock Island 
believes that refinancing and extending the small toll of 10 cents pe: 
passenger vehicle is a practical, equitable, and feasible method of 
improving the approaches to the bridge. It is estimated that und: 
this procedure the proposed improvements will be completely paid 
for and the bridge become toll free by about 1970. 

The committee believes that steps should be taken to permit the 
Centennial Bridge to be utilized to its designed capacity to relieve thi 
existing and anticipated traffic conditions. Тһе approaches appen 
to be the key to the problem in this case, and unless corrected to permit 
a free flow of traffic across the river, the economy of the area will b: 
adversely affected and the movement of highway traffic will b: 
impaired. 

The committee is of the opinion that adequate approaches to thie 
bridge, with attendant improveme.ut of access roads and streets, will 
afford safe and rapid approach to the bridge and increase its utility; 
prevent congestion and overflow of traffic and trucks in the downtown 
city area; and handle the heavy increase in traffic expected from the 
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nearby terminus of the Illinois toll road East-West Highway and the 
construction of à new bridge over Rock River. 

The committee further believes that the approaches included as & 
part of the bridge project should be only those used primarily for 
access to the bridge, and not extend beyond an area where some use 
could be made of such roads irrespective of their use in connection 
with the bridge. It does not believe that tolls for crossing the bridge 
should be used to finance city streets, avenues, or boulevards, not in 
close proximity to the bridge. An amendment to the bill to clarify 
this language, ıs recommended. 

The bill has also been amended to conform with the general policy 
established by Congress in the Federal Bridge Act of 1946 (60 Stat. 
812) with respect to the freeing of publicly owned interstate toll 
bridges when the costs thereof have been repaid from toll collection 

In view of the urgent need for prompt relief of the traffic conditions 
in the Rock Island-Davenport area, the committee reports the bill 
for early consideration. 

Conunents of the Federal agencies on S. 2091 are as follows: 


DEPARTMENT OF THE ARMY, 
Washington, D. C., September 16, 1955. 
Hon. DENNIS CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate, n ashington, D. C. 

DEAR MR. CHAIRMAN: Reference is made to your recent request 
for the views of the Department of the Army with respect to S. 2091, 
84th Congress, Ist session, a bill authorizing the reconstruction, 
enlargement, and extension of the bridge across the Mississippi 
River at or near Rock Island, Ill. 

The act of March 18, 1938, authorized the citv of Rock Island, 
[ll., to construct, maintain, and operate a toll bridge across the 
Mississippi. River from Kock Island, lll, to Davenport, Iowa, in 
accordance with the provisions of an act to regulate the construction 
of bridges over navigable waters, approved March 23, 1906. S. 2091 
would amend the above-mentioned act by authorizing the city of 
Rock Island, Hl, subject to prior approval of plans by the Chief of 
Engineers and the Secret: wy of the Army, to reconstruct and enlarge 
such bridge and to reconstruct, enlarge, and extend the approaches 
to such bridge. The costs of the bridge and approaches would be 
amortized by toll revenues within a period not to exceed 30 years 
from the completion of the reconstruction. After amortization the 
bridge would be maintained and operated in accordance with arrange- 
ments to be agreed upon between the city and appropriate agencies 
of the States of Iowa and Illinois. It is the interpretation of the 
Department that the bill as drafted contains no sanction for continu- 
ance of tolls after the amortization period, but it does not explicitly 
prohibit tolls beyond that period as does the General Bridge Act of 
1946. ‘The bill could be made to conform to the General Bridge Act 
of 1946 by adding after the word “operated” at the end of line 12 
on page 3 the words “free of tolls” 

Subject to the foregoing, no objection is perceived to the enactment 
of S. 2091. 
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The Bureau of the Budget advises that there is no objection to the 
submission of this report. 
Sincerely yours, 
WILBER M. BRUCKER, 
Secretary of the Army. 





THE SECRETARY OF COMMERCE, 
Washington, D. C., March 22, 1956. 
Hon. DENNIS CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate, Washington, D. C. 

Dzr4R Mn. CnarnMaN: This letter is in reply to your requests of 
May 28, 1955, and June 23, 1955, for the views of this Department 
concerning S. 2091 and S. 2298, identical bills authorizing the re- 
construction, enlargement, and extension of the bridge across the 
Mississippi River at or near Rogk Island, Ill. 

The bills would amend the act approved March 18, 1938 (52 Stat. 
110), which authorized the city of Rock Island, Ill., to construct, 
maintain, and operate a toll bridge across the Mississippi River at or 
near Rock Island, by authorizing the reconstruction, enlargement, and 
extension of said bridge and its approaches, including the altering, 
widening, laying out, opening, or constructing of streets to provide 
adequate approaches to the bridge. Section 4 of the 1938 act would 
be amended to provide that tolls be adjusted to cover the cost of such 
reconstruction work within a period of not to exceed 30 years from the 
date of its completion. The bills provide that upon amortization 
of the proposed improvements the bridge would thereafter be main- 
tained and operated “in accordance with such arrangement as may 
be agreed upon" by the city of Rock Island and the State Highway 
Departments of Iowa and Illinois. 

The bills provide that the approaches to the bridge may include 

“any streets, avenues, or boulevards within or without any munici- 
pality deemed necessary by said city” in order to provide adequate 
traffic regulations and approach or approaches to said bridge. Particu- 
lar attention is drawn to this broad language, since it would seem 
difficult to ascertain therefrom the extent to which tolls on the bridge 
may be used to finance city streets which conceivably may be far re- 
moved from the bridge. 

Under the existing provisions of the 1938 act, the present bridge, 
which was completed in 1940, is required to be paid for within a 
period of 30 years after its completion and thereafter to be main- 
tained and operated free of tolls. The proposed legislation would 
remove the existing toll-free requirement and would seemingly per- 
mit perpetuation of tolls on the proposed enlarged structure with no 
Federal statutory provision to insure that tolls ultimately would 
cease. The bills, therefore, would be in conflict with the general 
policy established by Congress in the General Bridge Act of 1946 
(60 Stat. 812) with respect to the freeing of publicly owned interstate 
toll bridges when the costs thereof are repaid from toll collections. 

The Department is of the view that the pending bills should be 
consistent with whatever general policy Congress has established with 
respect to publicly owned interstate toll bridges, since no reason 
appears to justify an exception thereto in this case. In order that 
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the bills will conform to such policy as expressed in the General 
Bridge Act of 1946, it is recommended that there be inserted in line 
12 on page 3, immediately after the word “operated”, the words 
“free of tolls’’. 

Subject to the foregoing comments, the Department would inter- 
pose no objection to enactment of legislation such as that proposed 
by the pending bills. 

Please consider this letter as superseding the Department’s letter 
submitted to your committee on September 6, 1955, with respect to 
S. 2091. The only change made is the addition in this letter of 
paragraph 3 relating to the approaches to the bridge. 

We have been advised by the Bureau of the Budget that it would 
interpose no objection to the submission of this letter. 

Sincerely yours, 
SINCLAIR Werks, Secretary of Commerce. 





EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., August 19, 1955. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate, Washington 25, D. C. 

My DEAR MR. CHAIRMAN: This is in reply to your letter of May 28, 
1955, requesting the views of this office with respect to S. 2091, a bill 
authorizing the reconstruction, enlargement, and extension of the 
bridge across the Mississippi River at or near Rock Island, Ill. "This 
will also reply to your letter of June 23, 1955, requesting our views with 
respect to an identical bill, S. 2298. 

In his report to your committee on S. 2091, the Secretary of Com- 
merce is interposing no objection if it is amended to conform to the 
general policy established by the General Bridge Act of 1946, which 
states that a bridge must be freed of tolls within a maximum amortiz- 
ing period of 30 years. It is understood that the city of Rock Island 
intends to conform to this established policy. 

If so amended, the Bureau of the Budget would have no objection 
to enactment of the bill. 

Sincerely yours, 
Percy Rappaport, 
Assisiant Director. 
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BRIDGE ACROSS MISSOURI RIVER BETWEEN FORT LEAVENWORTH 
MILITARY RESERVATION IN KANSAS AND PLATTE COUNTY, MO., 
TRANSFERRING JURISDICTION AND AUTHORIZING REMOVAL 





Арві, 16 (legislative day, Aprit 9), 1956.—Ordered to be printed 


Mr. Cuavez, from the Committee on Public Works, submitted the 
following 


REPORT 


[To accompany S. 2092] 


The Committee on Public Works, to whom was referred the bill 
(S. 2092) transferring to the jurisdiction of the Department of the 
Army the bridge across the Missouri River between the Fort Leaven- 
worth Military Reservation in Kansas and Platte County, Mo., and 
authorizing its removal, having considered the same, report favorably 
thereon with amendments and recommend that the bill, as dd. 
do pass. 

The amendments are as follows: 

On page 2, line 6, strike out “if and when’ 
the word “as”. 

On page 2, line 9, before “utilities” insert **Government-owned", 


, 


and insert in lieu thereof 


PURPOSE 


The purpose of this bill is to authorize the Attorney General of the 
United States to transfer back to the Department of the Army juris- 
diction over the existing bridge across the Missouri River at Fort 
Leavenworth, Kans., which connects the military reservation with 
lands of the Department of Justice; repeal a proviso of the Second 
Deficiency Act of 1924 (43 Stat. 687), requiring the bridge to be open 
to public use; and to authorize the Secretary of the Army to remove 
said bridge and relocate Government-owned utilities now carried by 
the bridge, including authorization of appropriation of necessary funds 
for such work. 

STATEMENT 


The bridge was constructed in 1872 and has been closed to traffic 
since April 2, 1955, when a new toll highway bridge, about 1% miles 
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downstream was opened to traffic. The new bridge is on a relocation 
of State Route 92 which will permit the removal of through traffic 
from the Fort Leavenworth Military Reservation. 

In its present condition, the bridge is considered to be a hazard 
and an unreasonable obstruction to navigation, and its removal is 
desired. The removal of the bridge will also require relocation of the 
Government-owned utilities now carried by the bridge and serving 
the facilities of the Department of Justice in Platte County, Mo. 

The utilities carried by the old bridge are as follows: 

A 6-inch waterline on the bottom chord of the north truss. This 
line is connected to the Fort Leavenworth water-distribution system 
and extends to and serves the Department of Justice Honor Prison 
Farm on the Missouri side of the river. It is proposed to relocate the 
waterline to cross the Missouri River on the new bridge. The 
estimated cost of relocating the waterline is $150,000. 

2. A 2,400-volt electric-distribution line furnishing power to the 
prison farm. This line will be —— The Department of Justice 
has determined that equal service can be obtained from a public 
— on the Missouri side without a connection charge. 

A 16-inch natural-gas line belonging to the Cities Service Gas 
Co. ‘located on the bottom chord of the south truss. This line is now 
— relocated by the owner to cross the river on the new bridge. 

Telephone lines of the Southwestern Bell Telephone Co. are now 
ка relocated by the owner 

''he estimated cost of removing the bridge is $320,000, which with 
the estimated cost of relocating the waterline, will require a total 
authorization for appropriation of $470,000 to carry out the provisions 
of this bill. 

The committee is of the opinion that since the bridge is no longer 
in use, and as it constitutes a hazard and obstruction to navigation in 
its present condition, its removal should be authorized. It appears that 
the only utilities now carried by the bridge that will require relocation 
at Federal expense are the Government-owned utilities, and the bill 
has been amended to relieve the Federal Government of any responsi- 
bility in connection with relocation of utilities which are not owned by 
the Government. 

The committee believes this legislation desirable in the public inter- 
est and recommends its enactment. 

Comments of the Federal agencies expressing their approval of 
S. 2092 are as follows: 


DEPARTMENT OF THE AR MY, 
Washington, D. C., July 22, 1925. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate, Washington, D. C. 

DEAR MR. CHAIRMAN: Reference is made to your recent request 
for the views of the Department of the Army with respect to S. 2092 
84th Congress, 1st session, a bill transferring to the jurisdiction of the 
Departme nt of the Army the bridge across the Missouri River between 
the Fort Leavenworth Military Reservation in Kansas and Platte 
County, Mo., and authorizing its removal. 

The Department of the Army offers no objection to favorable 
consideration of S. 2092, subject to the comment that follows. 
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S. 2092 repeals a proviso of the Second Deficiency Act of 1924 
(43 Stat. 687), requiring the bridge to be opened to public use, and 
authorizes the Attorney General to transfer the bridge to the juris- 
diction of the Department of the Army and further authorizes the 
Secretary of the Army to remove the bridge if and when it constitutes 
an unreasonable obstruction to navigation. Such appropriation is 
authorized as may be necessary for removal of the bridge and relocation 
of utilities now carried by the bridge. 

The bridge was constructed in 1872 and has been closed to traffic 
since April 2, 1955, when a new toll highway bridge, about 1% miles 
downstream, was opened to traffic. In its present condition the bridge 
is considered to be a hazard and an unreasonable obstruction to navi- 
gation. Accordingly, it is suggested that the bill be amended on page 
2, line 6, by striking out the words “if and when it constitutes” and sub- 
stituting therein, the word “as.” It is also suggested that the provi- 
sion for relocation of utilities carried by the bridge and serving the 
Justice Department facilities be limited to Government-owned utilities 
by inserting on page 2, line 9, the words “Government-owned”’ pre- 
ceding the word “utilities”. 

The cost of removing the bridge and relocating Government-owned 
utilities is presently estimated at $470,000. 

The Bureau of the Budget advises that there is no objection to the 
submission of a similar report on 5. 1994, an identical bill. 

Sincerely yours, 
WILBER M. BRUCKER, 
Secretary of the Army. 


DEPARTMENT OF JUSTICE, 
OFFICE OF THE Deputy ATTORNEY GENERAL, 
Washington, July 22, 1955. 
Hon. Dennis CHAvez, 
Chairman, Committee on Public Works, 
United States Senate, Washington, D. C. 

Dear SENATOR: This is in response to your request for the views 
of the Department of Justice concerning the bill (S. 2092) transferring 
to the jurisdiction of the Department of the Army the bridge across 
the Missouri River between the Fort Leavenworth Military Reserva- 
tion in Kansas and Platte County, Mo., and authorizing its removal. 

Under the bill the Attorney General would be authorized and 
directed to transfer back to the jurisdiction of the Department of the 
Army the bridge across the Missouri River at Fort Leavenworth, 
Kans., connecting the military reservation with lands belonging to 
the Department of Justice in Platte County, Mo. Provision would 
be made to effect a repeal of existing law (43 Stat. 687), requiring that 
the bridge be open to use by the public. The Department of the 
Army would be authorized to remove the bridge and necessary 
appropriations would be authorized for such purpose and relocation 
of utilities carried by the bridge which serve the lands of the Depart- 
ment of Justice in Platte County, Mo. 

A new bridge in this area was completed and opened to traffic on 
April 2, 1955, and because of its dangerous condition the old bridge 
has been closed. The old bridge carries utilities which serve only the 
prison farm, but arrangements are underway to relocate or obtain 
such utilities from other sources. 
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Inasmuch as the removal of this bridge is considered desirable and 
since it is an engineering problem, it is believed the simplest way to 
effect such removal is, as provided by the bill, to transfer the bridge 
to the Department of the Army. However, with respect to the 
provision in section 3 of the bill relative to “relocation of the utilities 
now carried by said bridge” a determination of what easements are 
held by the utilities involved cannot be determined without extensive 
research into very old records. The necessity for this would be 
obviated if the bill were amended by inserting after the word *'the" 
in line 9 on page 2 of the bill the words ‘‘Government-owned.” Such 
an amendment would relieve the Government of any responsibility 
for relocating utilities which are not owned by the Government. 

If amended as herein suggested the Department of Justice would 
favor enactment of the bill. 

The Bureau of the Budget has advised that there is no objection 
to the submission of this report: 

Sincerely, 
WILLIAM P. RoGERS 
Deputy Attorney General. 





THE SECRETARY OF COMMERCE, 
Washington, August 12, 1955. 
Hon. DENNIS CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate, Washington, D. C. 

DEAR MR. CHAIRMAN: This letter is in reply to your request of 
May 28, 1955, for the views of this Department concerning S. 2092 
a bill transferring to the jurisdiction of the Department of the Arm: 
the bridge across the Missouri River between the Fort Leavenworth 
Military Reservation in Kansas and Platte County, Mo., and authoriz- 
ing its removal. 

The bill would authorize the Attorney General to transfer back to 
the Department of the Army the jurisdiction of the existing bridg 
across the Missouri River at Fort Leavenworth, Kans., which connects 
the military reservation with lands of the Department of Justice 
The bill would authorize the Department of the Army to remove the 
bridge if and when it becomes an unreasonable obstruction to naviga- 
tion and would also authorize the appropriation of funds necessary 
for its removal. It is understood that the existing bridge was con- 
structed in 1872 with an 18-foot roadway. 

A new bridge is now being constructed by the city of Leavenworth 
Kans., on a relocation of State Route 92 which will permit the removal 
of through traffic from the Fort Leavenworth Military Reservation 

The Department would interpose no objection to enactment of the 
pending bill. 

We have been advised by the Bureau of the Budget that it would 
interpose no objection to the submission of this letter. 

If we can be of further assistance in this matter, please call on us. 

Sincerely yours, 


SINCLAIR WEEKS, 
Secretary of Commerce. 








AUTHORIZING REMOVAL OF BRIDGE ACROSS MISSOURI RIVER 5 


EXECUTIVE OFFICE OF THE PRESIDENT. 
BUREAU OF THE BUDGET, 
Washington, D. C., July 26, 1955. 
Hon. DENNIS CHAVEZ, 
Chairman, Committee on Public Works, 
Senate Office Building, Washington, D. C. 

My Dear MR. CHAIRMAN: This is in reply to your letter of May 
28, 1955, requesting the views of this Office with respect to S. 2092, & 
bill transferring to the jurisdiction of the Department of the Army 
the bridge across the Missouri River between the Fort Leavenworth 
Military Reservation in Kansas and Platte County, Mo., and au- 
thorizing its removal. 

For the reasons set forth in the reports of the Departments of the 
Army and Justice, this Office would have no objection to the enact- 
ment of this measure and endorses the suggested amendments of the 
Department of the Army. 

Sincerely yours, 
Ревсу КАРРАРОЕТ, 
Assistant Director. 
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SMALL FLOOD-CONTROL PROJECTS 


Арки, 16 (legislative day, APRIL 9), 1956.—Ordered to be printed 


Mr. Cuavez, from the Committee on Public Works, submitted the 


following 


REPORT 


(To accompany 8. 3272] 


The Committee on Public Works, to whom was referred the bill 
(S. 3272 


272) to increase and make certain revisions in the general author- 
ization for small flood-control projects in the Flood Control Act of 


1948, having considered the same, report favorably thereon without 
amendment and recommend that the bill do pass. 


PURPOSE 


The purpose of this bill is to authorize the Secretary of the Army 
to allot not to exceed $15 million in any 1 fiscal year for construction 
of flood-control projects not specifically authorized by law, when in 
the opinion of the Chief of Engineers such work is warranted. Such 
allotment would be subject to the following conditions: (1) That not 
more than $500,000 shall be allotted to a single project during any one 
fiscal year, (2) that the provisions of local cooperation of section 3 of 
the 1936 Flood Control Act, as amended, shall apply, (3) that State 
and local concurrence shall be obtained for each project prior to com- 
mencing construction, and (4) that the work shall be complete in itself 
and shall not commit the United States to additional improvements. 
The Secretary would be required to report to the Senate and House 
Committees on Public Works on any project costing over $150,000 
30 days before starting construction. 


BILLS BEFORE COMMITTEE 


Four similar bills dealing with emergency flood-control measures 
and authorization of small flood-control projects not specifically au- 
thorized by law were before the Senate Committee on Public Works 
for consideration. A brief summary of these bills is as follows: 
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Senate bill 2853 would authorize the construction of flood-protection 
measures with particular reference to areas in New England, New 
York, and Pennsylvania, where severe damages have recently ос- 
curred as a result of extreme rainfall accompanying hurricane storms. 
It would authorize an allotment of not to exceed $10 million for any one 
fiscal year for the construction of flood-control projects not specificall 
authorized by law, when in the opinion of the Chief of Engineers — 
work is warranted, subject to the following conditions: (1) That not 
more than $500,000 shall be allotted for a : single project during any 
one fiscal year, (2) the provisions of local cooperation of sec tion 3 of 
the Flood Control Act of 1936 shall apply, (3) that State and local 
concurrence shall be obtained for each project prior to commencing 
construction thereon, and (4) that the work shall be complete in 
itself and shall not commit the United States to any additional im- 
provements to insure its successful operation. The Secretary of the 
Army would be required to submit a report to the Committees on 
Public Works of the Senate and House of Representatives on projects 
with estimated costs in excess of $150,000, 30 days before initiation 
of construction thereon. A time limitation of June 30, 1960, would 
be placed on the authority contained in the bill. 

Senate bill 3272 would amend section 205 of the Flood Control 
Act of 1948, as amended, to authorize the Secretary of the Army to 
allot not to exceed $15 million in any one fiscal year for construction 
of flood-control projects not specifically authorized by law, when in 
the opinion of the Chief of Engineers such work is warranted, without 
limitation as to the geographical area or time of the authority con- 
tained in the bill. Approval of projects would be subject to the 4 
conditions specified in Senate bill 2853, and the reports on projects 
costing in excess of $150,000. 

Senate bill 3273 would authorize the Secretary of the Army to allot 
not to exceed $20 million in any one fiscal year for construction of 
flood-control projects not specifically authorized by law, when 
deemed necessary and should be accomplished without delay for the 
protection of life and property. Approval of projects would be 
subject to the same four conditions and reports specified in Senate bills 
2853 and 3272. The authority contained in this bill would be in 
addition to that provided in section 205 of the Flood Control Act of 
1948, as amended, and authority for expenditures thereunder would 
expire June 30, 1960. 

Senate bill 3469 would amend section 205 of the Flood Control Act 
of 1948, as amended, and authorize the Secretary of the Army to 
allot not to exceed $15 million for any one fiscal year for construction 
of small flood-control and bank-protection projects not specifically 
authorized by the Congress, which come within the provisions of 
section 1 of the Flood Control Act of 19: 36, when such work is deemed 
advisable by the Chief of Engineers, subject to provisions (1), (2), 
and (4) of S. 2853, S. 3272, and S. 3273. 


COMMITTEE HEARINGS 


The Committee on Public Works held hearings on these bills on 
March 22 and 29, 1956. ‘Testimony and statements were received 
from Senators, Governors, Federal, State, and local officials, repre- 
sentatives of the Corps of Engineers, chambers of commerce, manu- 
facturers, citizen groups, and interested parties. 
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These witnesses expressed their views with regard to the bills before 
the committee. They all discussed the severe disasters that have 
occurred in various sections of the Nation over the past year causing 
total damages approaching $1 billion. They stressed the urgent 
need for the immediate construction of flood-protective works in 
many areas of the United States which might otherwise be unduly 
delayed awaiting investigation and authorization under regularly 
established procedures. They emphasized the need for a liberalization 
of existing law with respect to approval and construction of small 
flood-control projects not specifically authorized by law. 

After considering the bills and the testimony received at the 
hearings, the committee approved S. 3272 and concludes that this 
legislation will afford the best manner of meeting the urgent needs for 
small flood-control projects in many parts of our country às expedi- 
tiously as possible. 

EXISTING LAW 


Section 205 of the Flood Control Act approved June 30, 1948, 
authorized the Secretary of the Army to allot $2 million for any 1 
fiscal year for construction of small flood-control projects not specifi- 
cally authorized by Congress, and not within areas intended to be 
protected by projects so authorized, when in the opinion of the Chief 
of Engineers such work is advisable, subject to the provisions that, 
(1) not more than $100,000 shall be allotted for this purpose at any 
single locality from the appropriations for any 1 fiscal year, (2) the 
provisions of local cooperation specified in section 3 of the Flood 
Control Act of 1936, as amended, shall apply, and (3) the work shall 
be complete in itself and not commit the United States to any addi- 
tional improvement to insure its successful operation. 

Section 212 of the Flood Control Act approved May 17, 1950, 
amended section 205 of the Flood Control Act of 1948, by providing 
for an increase in allotments for any 1 fiscal year to a maximum of 
$3 million, and an increase in the allotment at any single locality to 
$150,000. 

DISCUSSION 


C 4 мп flood-control work of an emergency nature has been under- 
taken by the Corps of Engineers during and after serious floods for 
many years. Section 7 of the Flood Control Act of 1928 authorized 
an emergency fund for rescue work or repair or maintenance of any 
flood-control work on tributaries of the Mississippi River threatened 
or destroyed by floods. 

Section 2 of the Flood Control Act of 1937 authorized a general 
program for removing accumulated snags and other debris and clearing 
of channels in navigable streams and tributaries thereof in the interest 
of flood control, with a limitation on expenditure of not more than 
$25,000 on any single stream in any 1 year. 

Section 5 of the Flood Control Act of 1941 authorized an allotment 
of funds to be expended in rescue work or in the repair or maintenance 
of any flood-control work threatened or destroyed by flood. 

Section 14 of the Flood Control Act of 1946 authorized construction 
of emergency bank-protection works to prevent flood damage to high- 
ways, bridge approaches, and public works, with a limit of $50,000 
for use at any single locality for any 1 fiscal year. 


90002°—57 S. Rept., 84-2, vol. 2—— 47 
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These emergency authorizations have all been amended, extended, 
and broadened to cover the costs incurred by the Corps of Engineers 
in assisting the local organizations in flood fighting and rescue work 
and to provide for immediate repair of the levees and other flood- 
control works in order that the farming and other community activi- 
ties in the stricken areas may be resumed as soon as possible. Emer- 
gency repair and temporary restoration of essential public facilities 
and certain other emergency types of assistance to local communities 
are performed under Public Law 875, 8ist Congress, the Disaster 
Relief Act. 

Realizing the inestimable value of the emergency flood-control 
work in permitting flood relief in urgent cases without awaiting th. 
submission of formal reports and specific authorization by Congress, 
and with the knowledge that similar relief in equally justified case: 
could not be provided unless existing flood-control structures were 
involved or unless the project was one of clearing and snagging or of 
bank protection, Congress wisely authorized construction of a limited 
number of small flood-control projects, to be undertaken at the dis- 
cretion of the Chief of Engineers. 

The recent floods in the northeastern and western areas of the 
United States caused serious damages to many communities, industrial 
establishments, and farm areas. Unless some flood protection is 
provided to those areas to prevent future recurring damages and 
relieve the hazard of floods, no crops can be raised on the lands a nd 
the communities will be constantly faced with the threat of seri 
interruption of their business and community activities and the 
resultant heavy financial losses. 

Numerous large flood-control projects have been authorized in pas 
years over the country. Some of these have been completed 
others are under construction. At the present rate of appropriatio 
for construction of flood-control projects, it will be many vears before 
the presently authorized projects are completed. Even with their 
completion, various areas, particularly on smaller streams, will remaii 
unprotected and others will receive only partial protection. Investi- 
gations in the interest of flood control at additional localities are being 
prosecuted by the Corps of Engineers under authorizations from th 
Congress. 

Representatives of the Corps of Engineers discussed their flood- 
control program with the committee, including the active projects, 
emergency activities, studies, and operations under section 205 of t! 
Flood Control Act of 1948, as amended. The committee was advis d 
that to date 43 projects with a total Federal cost of $4,486,000 ha: 
been comple ‘ted or are under construction under authority of existing 
law. Five projects with a total cost of $691,000 have been approv: 
for construction during fiscal vear 1956. The division engineer for the 
New England division stated that he was aware of 9 localities 
Connecticut and Massachusetts with an average cost of about $400,000 
that could be completed during fiscal year 1957 under 5. 3272. He 
further stated that in clearing the channe là of certain streams in the 
New England area after the recent unprecedented floods, earth and 
rock- spoil had been deposited on the banks in the forms of dike s, but 
they would not be permanent or effective for flood protection in their 

resent condition, nor could they be made effective within the present 
limitation of $150,000 for work in any single locality. This statement 
was corroborated by several other witnesses. 
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These representatives stated their recognition of the usefulness of 
authority to undertake small flood-control projects without going 
through the detailed survey and authorization process, and considered 
an increase in the individual. project limitation from $150,000 to 
$250,000, with a corresponding increase in the annual appropriation 
limitation from $3 million to $5 million reasonable and warranted. 
This increase would adjust for the increased price level since 1950 and 
provide some flexibility for future fluctuations in prices. 

The committee carefully considered the bills before it and the 
information presented. It believes that there is a large number of 
meritorious projects that could not be undertaken due to the mone- 
tary limitation imposed by existing law, and that the existing authority 
should be broadened and expanded to permit inclusion of such projects 
in the flood-control program. An increase in individual project 
limitation to $250,000 would care for an adjustment in price levels, 
but is not believed sufficient to provide the Chief of Engineers the 
necessary flexibility and expansion of existing authority to permit 
vigorous accomplishment of a large program. 

The committee is aware of the popularity of the small-projects 
program under the existing authority, and the fact that limited 
appropriations have never permitted full utilization of such authority. 
It. does believe that the committee should be kept advised of the pro- 
gram, and the bill includes a requirement for reporting to the Com- 
mittee on Public Works on projects costing in excess of $150,000, prior 
to initiation of construction thereon. 

The committee considered the merit of including authorization for 
bank stabilization and repair to the same extent as that for individual 
flood-control projects. It is realized that some bank-protection work 
must frequently be accomplished in connection with providing flood 
protection. There is a great need for that type of work and the 
committee questions the desirability of entering this large new field 
at this time, particularly since bank erosion frequently occurs at 
extreme low stages in the streams, and is not necessarily caused by 
high water or emergency conditions. 

The committee notes that S. 3272 specifies the allotment for “any 
single project," whereas the existing law specifies such allotment “at 
any single locality." "These terms are considered synonymous, and 
applicable to a complete useful project and not to different units or 
segments of a related project. 

The committee approves the criteria and interpretation placed on 
the existing law with regard to the monetary limitation on allotments 
for any project for expenditure “during any one fiscal year," and 
believes that such allotment must be suflicient to complete the proj- 
ect, and that an extension or an additional project will not be neces- 
sary at a later date to provide the necessary protection. 

In view of the seriousness of the flood problem in certain areas; 
the economic effects on thousands of inhabitants, including the loss 
of lives; the necessity for protecting vital national defense areas; and 
the apparent need for additional authority to undertake small flood- 
control projects on a broader basis, the Committee on Public Works 
unanimously reports this bill for early consideration. 

Reports from the Department of the Army and the Bureau of the 
Budget on S. 3272 and similar bills are as follows: 
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DEPARTMENT OF THE ARMY, 
February 15, 1956. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate. 


Dear Mr. CHAIRMAN: Reference is made to your request for the 
views of the Department of the Army with respect to S. 2853, 84th 
Congress, a bill to authorize the construction of flood-protection 
measures, with particular reference to areas where severe damages 
have recently occurred as the result of extreme rainfall accompanying 
hurricane storms. 

The Department of the Army has carefully considered the above- 
mentioned bill. The purpose of the bill is to authorize the accom- 
plishment of flood-protective measures, not specifically authorized 
by law, along the Byram, Delaware, Housatonic, Farmington, Mianus, 
Norwalk, Rippowam, Thames, and Blackstone Rivers and other 
rivers in New England, Pennsylvania, and New York where in the 
opinion of the Secretary of the Army and the Chief of Engineers such 
measures are warranted. The proposed authority would expire 
June 30, 1960. The Secretary would be authorized to allot not to 
exceed $10 million for any 1 fiscal year for such flood-control projects 
subject to the following conditions: (1) Not more than $500,000 
would be allotted for any single project in any one fiscal year; (2) 
the provisions of section 3 of the 1936 Flood Control Act, as amended, 
would apply in order to require local interests to provide lands, hold 
and save the United States free from damages, and maintain the works; 
(3) concurrence would be obtained from the affected State or political 
subdivisions; and (4) the work would be complete in itself and would 
not commit the United States to any additional improvement. The 
Secretary would be required to submit to the House and Senate 
Public Works Committees a report of the proposed plan of any project 
estimated to cost in excess of $150,000, and no work would be initiated 
on such a project until the expiration of 30 days following the trans- 
mission of the report. 

In the consideration of this bill, full cognizance has been taken of 
the flood problem in the Northeastern States. In addition, considera- 
tion has been given to the need for small projects in other regions, to 
existing legislative authorities, and to the continuance of the present 
desirable policy under which the Congress specifically authorizes all 
major projects undertaken by this Department. 

In connection with the latter consideration, on January 17, 1956, 
the President transmitted to the Congress, with his endorsement, a 
report of the Presidential Advisory Committee on Water Resources 
Policy in which it is recommended that all major projects and programs 
be authorized by specific act of Congress, and that the Congress estab- 
lish a more precise definition of the term ‘“‘small project” and make it 
binding upon all Federal agencies. 

Authority to undertake small projects without specific authorization 
by the Congress is of value in dealing with a relatively restricted class 

f flood problems. However, these problems exist throughout the 


Nation. Hence it would not be advisable to limit authority to any 
particular region as would S. 2853. 

Section 212 of the Flood Control Act of 1950 authorizes the Secre- 
tary of the Army to allot from flood-control appropriations funds for 
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the construction of small flood-control projects not specifically author- 
ized up to $150,000 for a single locality, and up to $3 million for all 
such projects undertaken in any 1 fiscal vear. "The experience of the 
Corps of Engineers indicates that it would not be desirabie to under- 
take without specific congressional authorization projects very much 
larger than those which may be constructed under authority of section 
212. However, a raising of the limitation on total expenditures in 
any 1 year would be desirable, and some increase in the amount which 
may be spent on a single project might in a few instances be helpful. 

After considering all aspects of the proposed legislation, this De- 
partment concludes that the objectives of the bill can best be attained 
by amendment of existing law. The Department of the Army recom- 
mends, therefore, that S. 2853 be modified in such a way that it 
amends section 212 of the Flood Control Act of 1950 (64 Stat. 183) 
to: (a) Raise the existing limit upon the cost of small flood-control 
projects from $150,000 to $250,000, and (5) increase the amount which 
may be allotted for such projects in any 1 fiscal year from $3 million 
to $10 million. 

This Department is confident that by a judicious use of this amended 
legislation in conjunction with the provisions under which larger 
projects are submitted to the Congress for specific authorization, the 
needs of the Northeastern States, as well as those of other parts of the 
Nation, could be met with efficiency and dispatch. 

Inasmuch as the Department has been requested to expedite this 
report, it is submitted without a determination by the Bureau of the 
Budget as to whether or not it conforms to the program of the Presi- 
dent. As soon as such advice is received it will be forwarded to your 
committee. 

Sincerely yours, 


WILBER M. BRUCKER, 
Secre tary of the Army. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., February 23, 1956. 
Hon. DENNIS CHAVEZ, 
Chairman, Committee on Public Works 
United States Senate, Washington, D. С. 

My DEAR MR. CHAIRMAN: This will acknowledge your request for 
the views of the Bureau of the Budget on S. 2853, to authorize the 
construction of flood-protection measures, with particular reference 
to areas where severe damages have recently occurred as the result 
of extreme rainfall accompanying hurricane storms. 

The bill would authorize the Secretary of the Army to allot up to 
$10 million in any 1 year for construction of flood-control projects not 
specifically authorized by law, when in the opinion of the Chief of 
Engineers such work is warranted. Such allotments would be subject 
to the following conditions: (a) That not more than $500,000 shall be 
allotted to a single project during 1 year, (b) that the provisions of 
section 3 of the 1936 Flood Control Act, requiring local interests to 
provide lands, hold and save the United States free from damages, 
and maintain the work, shall apply, (c) that State and local con- 
currences shall be obtained, and (d) that the work shall be complete 
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in itself and shall not commit the United States to additional improve- 
ment. The Secretary would be required to report to the Senate and 
House Public Works Committees on any project costing over $150,000 
30 days before starting construction. The bill specifically directs the 

Chief of Engineers to "undertake improvements of this type, subject 
to these conditions, along certain named rivers in the Northeastern 
States. 

Section 212 of the Flood Control Act of 1950 authorizes the Secre- 
tary of the Army to allot up to $3 million in any 1 year for construction 
of small flood-control projects not specifically authorized by law, with 
not more than $150,000 to be allotted to any single locality in 1 year. 
In addition, the conditions of S. 2853 described above under (6) and 
(d) are also applicable to this authority. Thus, S. 2853 would in 
effect amend section 212 by increasing the total dollar limit on annual 
appropriations for this purpose and by increasing the dollar limit on 
costs of unauthorized projects which could be undertaken. However, 
it is not clear whether it is intended that this authorization be limited 
to the areas specified in section 1 of the bill. 

It is considered that the established executive branch and congres- 
sional procedures for project authorizations and appropriations, along 
with the limited flexibility provided by section 212, are adequate to 
meet the need for expeditious initiation of construction of desirable 
flood-protection works. In addition, the Corps of Engineers is au- 
thorized by Public Law 99, 84th Congress, to undertake emergency 
flood-control work, including flood fighting and rescue operations and 
the repair or restoration of any flood-control work threatened or 
destroyed by flood. 

Under the circumstances, we do not believe that it is necessary to 
amend section 212 as here proposed. Although section 212 permits 
appropriations of up to $3 million in any 1 year, the President has 
proposed and the Congress has appropriated amounts in fact con- 
siderably less than this annually. The greatest amount ever appro- 
priated for this purpose was $1 million in 1950 and 1952, and $1 
million is also recommended in the 1957 budget. 

Furthermore, the limit of $150,000 on individual project costs has 
not to our knowledge been unduly restrictive so far as the selection 
of meritorious work to be undertaken is concerned. It is considered 
that an increase in this limitation of the amount contemplated by 
S. 2853 would have the effect of weakening both the accepted pro- 
cedure for executive branch review and congressional authorization 
of projects and the established budget and appropriations process. 
However, the Bureau of the Budget would not object to increasing 
the limitation to $200,000 to reflect increased construction costs since 
1950. If the authorizations were so limited, the provisions of section 
3 of the bill would appear to be unnecessary. 

Accordingly, the Bureau of the Budget recommends against enact- 
ment of S. 2853 in its present form, but would not object to legislation 
increasing the limitation on individual project costs from $150,000 
to $200,000. 

Sincerely yours, 
(Signed) Percy RAPPAPORT, 
Assistant Director. 





SMALL FLOOD-CONTROL PROJECTS 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., March 21, 1956. 


Hon. DENNIS CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate, Washington, D. C. 

My Dear Mr. СнаА!вмаАм: This will acknowledge your requests 
for the views of the Bureau of the Budget on S. 3272 and S. 3273, both 
of which would increase monetary limitations on the authority of the 
Secretary of the Army to undertake small flood-control projects not 
specifically authorized by law. 

The bills would authorize the Secretary of the Army to allot in the 
case of S. 3272 up to $15 million, and in the case of S. 3273 up to $20 
million in any 1 year for construction of flood -control projects not 
specifically authorized by law, when in the opinion of the Chief of 
Engineers such work is warranted. Such allotments would be subject 
to the following conditions: (a) That not more than $500,000 shall be 
allotted to a single project during 1 year, (b) that the provisions of 
section 3 of the 1936 Flood Control Act, requiring local interests to 
provide lands, hold and save the United States free from damages, 
and maintain the work, shall apply, (c) that State and local concur- 
rences shall be obtained, and (d) that the work shall be complete in 
itself and shall not commit the United States to additional improve- 
ment. The Secretary would be required to report to the Senate and 
House Public Works Committees on any project costing over $150,000 
30 days before starting construction. 

Section 212 of the Flood Control Act of 1950 authorizes the Secre- 

tary of the Army to allot up to $3 million in any 1 vear for construction 
of small flood-control projects not specifically authorized by law, with 
not more than $150,000 to be allotted to any single locality in 1 year. 
In addition, the conditions of these bills described above under (b) and 
(d) are also applicable to this authority. Thus, these bills would 
amend section 212 by increasing the total dollar limit on annual appro- 
priations for this purpose and by increasing the dollar limit on costs 
of unauthorized projects which could be undertaken. 

Since reporting to you on S. 2853, a similar bill, the Bureau of the 
Budget has reviewed its position on legislation amending section 212 
in the light of additional facts which have come to our attention. 
Based on that review, it is considered that some liberalization of the 
limits prescribed by section 212 would be warranted. Accordingly, 
the Bureau of the Budget would not object to amending section 212 
to increase the limit on individual projects to $250,000 and the annual 
limit on appropriations for projects in this category to $5 million. 

Sincerely yours, 
(Signed) Percy RAPPAPORT, 
Assistant Director. 
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CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, 


reported, 


EXISTING LAW 


(Section 205 of the Flood Control 
Act of 1948) 


Sec. 205. That the Secretary of 
the Army is hereby authorized to 
allot from any appropriations here- 
tofore or hereafter made for flood 
control, not to exceed $2,000,000 
for any one fiscal year, for the 
construction of small flood-control 
projec ts not specifically authorized 
by Congress, and not within areas 
intended to be protected by proj- 
ects so authorized, which come 
within the provisions of section 1 
of the Flood Control Act of June 
22, 1936, when in the opinion of 
the Chief of Engineers such work 
is advisable: Provided, 'That not 
more than $100,000 shall be allot- 
ted for this purpose at any single 
locality from the appropriations 
for any one fiscal vear: Provided 


further, That the provisions of local 
> 


cooperation specified in section 3 
of the Flood Control Act of June 


22, 1936, as amended, shall apply: 


And provided further, That the 
work shall be complete in itself 
and not commit the United States 
to any additional improvement to 
insure its successful operation, ex- 
cept as may result from the nor- 
mal procedure applying to proj- 
ects authorized after submission 
of preliminary examination and 
survey reports. 


are shown as follows in parallel columns: 


AMENDMENT UNDER $. 3272 


Sec. 205. (a) The Secretary of 
the Army is hereby authorized to 
allot, from any appropriations 
heretofore or hereafter made for 
flood control, not to exceed $15,- 
000,000 for any one fiscal vear for 
the construction of flood control 
projects not specifically author- 
ized by law when, in the opinion 
of the Chief of Engineers, such 
work is warranted, subject to the 
following conditions: 

(1) Not more than $500,000 
shall be allotted for this purpose 
for any single project for expendi- 
ture during any one fiscal year; 

(2) The provisions of local co- 
operation specified in section 3 of 
the Flood Control Act of June 22, 
1936, as amended, shall apply; 

(3) Concurrence shall ob- 
tained from the affected State or 
political subdivision, or both, prior 
to the commencement of construc- 
tion of each proposed project; 
and 

(4) The work shall be complete 
in itself and shall not commit the 
United States to any additional 
improvement to insure its success- 
ful operation except as may result 
from the normal procedure apply- 
ing to projects authorized after 
submission of preliminary exami- 
nation and survey reports. 

(b) (1) Before work is initiated 
under this section on any flood 
control project or other flood pro- 
tective measure which the Secre- 
tary of the Army estimates will 
cost in excess of $150,000 for any 
one fiscal year, he shall submit to 
the Committee on Public Works 
of the Senate and the Commit- 


be 
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EXISTING LAW AMENDMENT UNDER 8. 8272 


tee on Public Works of the 
House of Representatives & re- 
port outlining the proposed plan 
of protection together with an 
е of the justification there- 
for. ‘The report shall be delivered 
to both committees on the same 
day and while each House is in 
session. No work shall be ini- 
tiated on any project or other 
measure with respect to which 
such a report is made until the 
expiration of the first period of 
thirty calendar days, of continuous 
session of the Congress, following 
the date on which the report is 
transmitted to the committees. 

(2) For purposes of paragraph 
gr 

(A) continuity of session shall 
be considered as broken only by 
an adjournment of the Congress 
sine die; but 

(B) in the computation of the 
thirty-day period there shall be 
excluded the days on which ei- 
ther House is not in session be- 
cause of an adjournment of more 
than three days to a day certain. 
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SUSPENDING THE APPLICATION OF SECTION 281, 
OR 284 OF TITLE 18, UNITED STATES CODE 


APRIL 16 (legislative day, Arnir 9), 1956.—Ordered to be printed 


— — — — — 


Mr. McCLELLAN, from the Committee on the Judiciary, submitted 
the following 


REPORT 


[To accompany S. J. Res. 160] 


The Committee on the Judiciary, to which was referred the reso- 
lution (S. J. Res. 160) to suspend the application of certain laws of 
the United States with respect to counsel employed by the special 
committee of the Senate established by Senate Resolution 219, S4th 
Congress, having considered the same, reports favorably thereon 
without amendment and recommends that the resolution be agreed to. 


PURPOSE 


The purpose of the proposed legislation is to provide that service 
or employment of the person first duly appointed as counsel for the 
special committee of the Senate, established by Senate Resolution 219, 
84th Congress, 2d session, agreed to February 22, 1956, shall not 
constitute service or employment subjecting such person to the pro- 
visions of section 281, 283, or 284 of title 18, United States Code, or 
any other provisions of law while so temporarily employeed. 


STATEMENT 


The Committee on the Judiciary has, in the past, approved legis- 
lation such as herein proposed on the theory that occasional exemp- 
tions from the operation of the conflict of interest statutes are necessary 
in order to induce competent professional men to accept important 
assignments in Congress of a temporary nature such as in this instance 
and for which the ‚у are eminently and peculiarly qualified. 

Enactment of this proposed legislation would exempt the counsel 


appointed for this special committee from various provisions of law, 
including the following: 
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2 SUSPENDING OF SECTION 281, 283, OR 284 OF TITLE 18 


Section 281 of title 18, United States Code, makes it an offense for 
any officer or employee of the United States to receive compensation 
for services rendered to any person in relation to any proceeding or 
claim before any agency of the Government in which the Government 
is interested. 

Section 283 of title 18, United States Code, prohibits any officer or 
employee of the United States from acting as an agent or attorney for 
the purpose of prosecuting any claim against the Government and also 
prohibits such officer or employee from aiding or assisting in the prose- 
cution of such claim or from receiving any gratuity, or any share of 
or interest in such claim. 

Section 284 makes it an offense for a former officer or employee of 
the United States, within 2 years after termination of such employ- 
ment, to prosecute a claim against the United States involving any 
matter directly connected with which such person was employed or 
performed duty. 

The committee is of the opinion that this proposed resolution should 
be favorably considered in view of the necessity for securing adequate 
counsel for this special committee, and believes that the exemption 
as proposed herein is necessary to carry out the assignment granted 
to this select committee by the Senate of the United States. 

Accordingly, the committee recommends favorable consideration 
of Senate Joint Resolution 160, without amendment. 
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LETTER OF TRANSMITTAL 


APRIL 6, 1956. 
Hon. LISTER HILL, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D. €. 

DEAR MR. CHAIRMAN ;: Pursuant to Senate Resolution 40, 84th Congress, Ist 
session, and Senate Resolution 232, 84th Congress, 2d session, I submit herewith 
the final report of the Subcommittee on Welfare and Pension Funds. 

The report summarizes hearings and studies of the subcommittee and staff 
in the field of employee welfare and pension plans, and there is included the 
subcommittee’s conclusions and recommendations respecting legislation. It is 
hoped that our findings will be of assistance to the committee and to the Con- 
gress in considering the need for further legislation in this field. 

We wish to express our deep appreciation for the fine work done by the 
members of the committee staff headed by Paul J. Cotter, chief counsel; Dr. 
Louis S. Reed, research director; Francis X. Plant, Blake Turner, Arthur M. 
Kuhl, Robert Emmet Dunne, Frederic T. Suss, Duncan MacIntyre, Albert К. Imle, 
Louis Solomon, Joseph Zisman, Frank McNaughton, Ruth Aull, Genevieve Litwin, 
Mary Irwin, and Scally Gilmore. 

The energy, ability, and integrity with which the staff carried out its inves- 
tigations is indeed worthy of the highest praise. We also wish to acknowledge 
the fine work done by William Leece and William H. Coburn in directing the 
study during its earlier stages. 

Faithfully yours, 
PAUL H. DOUGLAS. 
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Mr. Doveras, from the Committee on Labor and Public Welfare, 
submitted the following 


FINAL REPORT 
Together with the 


SUPPLEMENTAL VIEWS OF MR. ALLOTT AND A 
STATEMENT BY MR. NEELY 


Pursuant to Senate Resolution 225 of the 83d Congress, as amended, 
and Senate Resolution 40 of the 84th Congress, as amended, the Com- 
mittee on Labor and Public Welfare directed the Subcommittee on 
Welfare and Pension Funds to conduct an investigation of employee 
welfare plans and pension funds. The subcommittee, after making 
an extensive investigation and holding public hearings, has submitted 
a report of 366 pages to the committee. The committee herewith 
transmits the subcommittee report to the Senate in compliance with 
the above resolutions. The members of the committee other than the 
subcommittee have not found it possible to review and consider the 
report of the subcommittee within the time fixed by the resolutions, as 
amended, but transmit it to the Senate for the preliminary considera- 
tion of the Congress and the public. These members of the com- 
mittee reserve judgment upon the recommendations made by the 
subcommittee. 

The subcommittee report follows: 


INTRODUCTION 


The final report of this subcommittee of the Committee on Labor 
and Public Welfare covers a study and investigation of private em- 
ployee welfare and pension plans which are subject to collective bar- 
gaining. It is submitted equally in the interest of management and 
labor upon whom our national economy rests. 

Conducted pursuant to Senate Resolution 225, as amended (83d 
Cong., 2d sess.) , and Senate Resolution 40 (84th Cong., 1st sess.), these 
studies were primarily directed at finding out whether further Federal 
legislation is necessary to protect the interests of the beneficiaries in 
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these programs. Such studies involved, among other things, an 
appraisal of the present functions of Federal agencies as well as the 
adequacy of existing State controls in the welfare and pension field. 

The mandate which brought about the subcommittee’s investigation 
of these programs did not arise from a desire on the part of Congress 
to meddle in the affairs of either labor or management; it became 
necessary because of unfavorable developments in the welfare and 
pension programs, as recognized in the President’s message of Jan- 
uary 11, 1954. | 

Man's quest for greater security spurred the introduction of wel- 
fare and pension programs. Wartime expansion, wage stabilization, 
favored tax treatment, an era of high prosperity and employment, and 
4 desire for greater employer-employee harmony, all fanned by col- 
lective bargaining, caused their astonishing growth over the last 
decade. 

From 1945 to 1954 the number of persons covered by group life in- 
surance more than doubled—from 11.4 to 28.7 million. In the same 
period, those covered by insurance companies under group hospital 
expense policies increased more than fourfold—from 7.8 to 35.1 mil- 
lion—while those covered by Blue Cross plans rose from 19 to 44 
million. A similar growth took place in the number of employees 
covered by private pension plans—from 5.6 to 12.5 million in the 
decade 1945-54. 

Today an estimated 75 million individuals—workers and their de- 
pendents—rely upon some form of group benefits program to meet the 
contingencies of sickness, accident, old age, and death. The plans or 
insurance policies underlying all programs number approximately half 
a million. Total contributions to all programs in 1954 reached an 
estimated $6.8 billion. Reserves of pension funds aggregate $20 to 
$25 billion. 

The existence of welfare and pension programs is a tribute to the 
free enterprise system. They constitute an important underpinning 
of our economic security, broadening and supplementing the various 
governmental programs. They provide continued income for the sick 
wage earner, cover hospitalization and surgical costs, maintain pur- 
chasing power when the years of active earning are ended, and furnish 
security to dependents after the worker’s death. They have revolu- 
tionized the concept of group insurance and have been a great boon 
to the insurance and banking industries. Their impact on the securi- 
ties and investments markets can best be gaged in the light of the Se- 
curities and Exchange Commission report that pension funds reserves 
alone are currently the largest/single source of equity capital. 

The great good flowing from private employee welfare and pension 
programs is tempered with limitations inherent in many of them. 
Generally, when a worker is unemployed for a month or more, he no 
longer participates in the benefits. "These programs are for the most 
part on a term basis and remain in effect only during active employ- 
ment. This is particularly true of health or welfare programs but 
may be true of pension programs where employees leave the job prior 
to qualifying for retirement, for only about one-fifth have vesting 
rights under noncontributory plans (those in which the employer 
alone pays for the program). It is also true that the programs are at 
times used unfairly by labor and management as a lever on the em- 
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ployee—by the union to tie him to union membership and by manage- 
ment to tie him to the job. 

These plans, sometimes called fringe benefits, have been bargained 
or installed on a cents-per-hour or percentage-of-payroll basis, a level- 
of-benefits basis, on a contributory or noncontributory basis, and on 
numerous other bases or combinations thereof. 

It is apparent that the growth of these plans since the beginning 
of World War II has resulted in a gigantic, highly complex opera- 
tion which has outrun and to an extent outmoded existing Federal 
and State laws and controls. 

The subcommittee’s studies and investigations indicate that most 
employee welfare and pension plans are being administered respon- 
sibly and honestly. However, the great good of these programs, and 
the high motives and conscientious effort on the part of most of those 
responsible for them, can be undermined by the serious abuses, mal- 
administration, unsavory and unsound attitudes and practices found 
in some programs. These conditions originally flowed from the 
failure to provide adequate safeguards. 

It is not surprising that in such an unsupervised development, 
many problems have arisen that merit public attention. Nor is it sur- 
prising that, with so much money involved and the absence of super- 
vision, our investigation has indicated that an unscrupulous minority 
has preyed upon such funds: nor that there have been shocking abuses, 
such as embezzlement, collusion, kickbacks, exorbitant insurance 
charges, and various other forms of malfeasance. Mismanagement, 
lack of know-how, waste, extravagance, indifference, nepotism, and a 
lack of criteria for sound operation have contributed to the unneces- 
sary drain on such funds with a consequent serious loss to the em- 
ployee beneficiaries. ‘That most of the programs are honestly ad- 
ministered is no excuse for the abuses, irregularities, and other de- 
ficiencies which have been found to exist. The fact that looting and 
dishonesty exist at all, points up the opportunity for abuse under the 
existing absence of controls. 

These employer-employee plans, whether or not collectively bar- 
gained, or whether contributed to solely by management, or on a joint 
management-employee basis, actually, and under existing law, proceed 
on the basis that the contributions to them by management are in the 
nature of employees’ compensation for employment or, stated in an- 


other way, ** * * that the cost of an employee's service is greater 
than the amount currently paid him as wages. * * * We find that 


it has not followed that the employees accordingly have a right to 
know the cost of the programs, how the money is spent, the reserves 
maintained, and how the programs are managed. 

It is startling to find an almost complete absence of any routine 
accounting to the beneficiaries of these programs. It appears to be 
accepted practice among the administrators of such programs to give 
little or no account of their stewardship and to treat the money more 
as their own than that of the beneficiaries. The attitude of secrecy 
usually prevails, particularly in the financing of the level-of-benefit 
type of program. 

Should these programs of such vital importance to the national 
economy and to so many millions of people—both at present and 





1 Hearings, pt. 3, p. 1160. 
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looking far into the future—be permitted to operate under an 18th 
century philosophy of laissez-faire? If so, we may well find that in 
some period of adversity we may have a monster on our hands with 
which it will be very diflicult to deal. 

The subcommittee's studies have shown the importance of the 
problems involved and how they affect the well-being of the benefi- 
ciaries of these programs. 'The various abuses found in a minority of 
these programs and, more importantly, the vast proportions to which 
they have grown, place a grave responsibility on the Government to 
protect the interests of the beneficiaries. But to ignore the programs 
outside the area of collective bargaining, where some of the same 
problems exist, would be —— and unjust. 

From the facts developed, the subcommittee believes that legislation 
requiring disclosure at the Federal level is necessary. Specific con- 
trol legislation at the State level is likewise indicated. 

The subcommittee’s study was begun in May 1954, under the chair- 
manship and direction of Senator Irving M. Ives, Republican, of New 
York. The 1954 investigation primarily concerned itself with the 
Taft-Hartley type, collectively bargained, jointly administered wel- 
fare plans. Twenty-nine plans were subjected to detailed study. An 
interim report was submitted on January 10, 1955. Certain gross 
abuses in the administration of welfare funds were set forth. Other 
evidence then before the subcommittee as to the administration of 
plans and certain insurance practices, as well as the serious nature of 
the preliminary findings, warranted further inquiry. This was au- 
thorized by Senate Resolution 40, adopted on February 5, 1955. 

The subcommittee held hearings in March and April 1955, under 
the chairmanship of Senator Paul H. Douglas, Democrat, of Illinois. 
Representatives of labor, management, insurance, and banking par- 
ticipated in a roundtable discussion of general problems in the area; 
a number of welfare programs were reviewed; and two plans mani- 
festing corrupt operation (the Pointers, Cleaners & Caulkers Union, 
Local No. 52, welfare fund and the Laundry Workers International 
Union welfare fund) were examined in detail. A second interim 
report was published July 20, 1955, covering these hearings. 

The evidence developed and the knowledge gained in the initial 
stages of the investigation demanded that the scope of the inquiry be 
enlarged to cover pension plans, unilaterally administered welfare 
plans, and that further study be made of industrywide plans and other 
types of employee-security programs. Accordingly, the subcommittee 
staff undertook in the last 5 months of 1955 to study and investigate 
other phases of this vast and complex operation. 

Surveys were made of welfare and pension plan patterns and prac- 
tices in the steel, automobile, coal mining, clothing, electrical, and 
trucking industries, | 

A hearing was held in July to receive testimony from various 
Federal agencies, i. e., Internal Revenue Service, Department of Jus- 
tice, National Labor Relations Board, Department of Labor, Depart- 
ment of Health, Education, and Welfare, and the Securities and Ex- 
change Commission as to the extent of any supervision these agencies 
exercise over employee welfare and pension plans under existing 
Federal laws. Separate staff conferences of record were held with 
representatives of the insurance industry, the banking industry, man- 
agement, and eight international labor unions, to obtain information, 
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advice, and their views on various aspects of welfare and pension 
plans. 

A number of unilateral, jointly managed, and union administered 
welfare and pension programs were investigated, as well as several 
insurance companies. Seven days of hearings were held in November 
and December 1955, covering specific union, joint, and management 
administered plans, insurance company practices, maladministra- 
tion, ete. 

Initial findings from questionnaires sent to all insurance companies 
then known to be writing group insurance for variations of the Taft- 
Hartley type programs were set forth in the January 1955 interim 
report, but the study was extended to an intensive analysis of insurance 
company practices and costs with respect to this type of plan. 

Information was obtained from 7 insurance companies doing 68 
percent of the group life-insurance business, which reflected distribu- 
tion as to volume, experience, retentions, etc., by size of policy. 

As a result of repeated suggestions that interlocking directorates 
and financial transactions between large insurance companies and large 
policyholders might have an influence in the placing of group insur- 
ance on other than a low net cost basis, 10 of the largest insurance 
companies upon request furnished information in this area 

To determine practices with respect to investment policies and actu- 
arial soundness in the administration of pension funds through sepa- 
rate trusts, 65 banks with the largest trust departments upon request 
furnished information relative to the number and types of plans they 
held, lists of investments in trustor’s own property and securities, and 
their practices as to assuring the actuarial soundness of plans. 

An overall statistical study was made as to the total number of 
employees covered by various types of welfare and pension plans. 

Provisions of Federal and State laws were examined to determine 
the extent to which they might apply to welfare programs, pension 
trusts, trustee responsibility, actu: ial soundness of programs, and the 
protection of employee beneficiaries. 

In addition, during 1954-55, the staff examined hundreds of indi- 
vidual plans in varying degrees of detail and interviewed literally 
thousands of officers and employees of industry, labor, insurance, 
banking, and related businesses. 

This report can only briefly summarize the investigations, studies 
and hearings conducted. Tt should also be quite apparent that the 
limitations of time and staff prohibited more than an overall sampling 
of a small percentage of the hundreds of thousands of welfare and 
pension programs in existence today. The process necessarily had to 
be selective and aimed at disclosing major weaknesses and abuses. As 
the subcommittee’s inquiry was made more intensive, a greater variety 
of weaknesses and abuses was uncovered. 

In its inquiries, the subcommittee has attempted to avoid delving 
into union affairs or corporate operations. Only when there was a 
commingling of welfare funds with other funds was this necessary. 
It has sought to preserve individual rights and has notified persons, 
insofar as possible, when the evidence about to be brought out in its 
hearings might reflect adversely upon them. 

The March-/ April hearings have been published as parts 1 and 2 of 
the subcommittee's hearings; the July and November-December hear- 
ings, as part 3. 
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CONCLUSIONS AND RECOMMENDATIONS 
CONCLUSIONS 


The subcommittee, on the basis of its studies and investigations, 
makes the following findings and conclusions: 

1. Private employee welfare and pension programs have grown to 
such proportions in this country and involve the use of such large 
tax-exempt funds as to place upon the Government a grave responsi- 
bility for their sound operation and to protect the equities of the 
beneficiaries and the public interest. 

(a) Over 75 million persons, employees and dependents, or about 
one-half of the population of the Nation, are covered in some 
measure by employee welfare and pension programs. This tre- 
mendous development has come about principally in the past 10 
years, 

(6) Over $6.8 billion yearly are being contributed to such pro- 
grams. Employers contribute approximately $4.5 billion and 
employees $2.3 billion. Between $20 and $25 billion have been 
amassed as reserves to meet the future contingencies of these 
programe particularly future pension payments. 

) The Government permits employers to deduct from tax- 
able | income their cost and contributions to these programs. The 
income from investment of reserves is also exempt from taxes. 

(d) Since Congress has stated and the courts have held that 
employer contributions toward welfare and pension benefits are 
in the nature of compensation to employees, it must be concluded 
that whether the funds for such programs are contributed by the 
employers, the employees, or both, the employees have a right to 
know the financial details of such plans as well as to have their 
interest in such plans protected. 

The lack of standards and the inadequacies of State and Federal 
laws have permitted employee welfare and pension programs to 
operate in such manner as to give rise to many abuses, problems, 
weaknesses and unsound practices which could jeopardize the opera 
tion of this system and give insufficient protection to the rights and 
equities of the employee-beneficiaries. 

(a) While the great majority of welfare and pension programs 
are being responsibly and honestly administered, the rights and 
equities of the beneficiaries in many instances are being danger- 
ously ignored. In other cases, the funds of the programs are being 
dissipated and at times become the hunting ground of the un- 
scrupulous. 

(6) There is no adequate legislation at either the Federal or 
State level to fully safeguard these welfare and pension funds or 
the rights of the employee-beneficiaries. 

(c) Despite belief to the contrary, qualification by the Internal 
Revenue Service as to tax exemption for welfare and pension pro- 
grams provides no real control over the operation of the plans and 
only minimum assurance of their actuarial soundness. 

(d) A great many of these plans are sorely lacking in adequate 
accounting procedures. Auditing requirements in too many cases 
are non-existent. It is the exception when welfare and pension 
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programs provide for an accounting to or an audit on behalf of 
the beneficiaries. 

(e) A serious problem at times in employer administered plans, 
particularly where the plan has been established or bargained on a 
boi: of-benefits basis, is that the employer takes "^ position that 
he is delivering or gu: aranteeing an end-product, 1. e., the benefits 
under the program, ‚ апа that the costs of these be nefits are private 
business costs, have no relation to employee compensation, and 
are therefore of no concern to the employees or others. If the 
employer’s costs for these programs are a part of employees?’ 
compensation which he is permıtted to deduct as such from his 
taxable income, then he is not delivering a product from his own 
costs and his employees are entitled to information on the financial 
operation of the plan. 

(f) Many of the worst abuses found in welfare plan operations 
involve certain insurance practices. These abuses include high 
commissions, excessive administrative fees, high insurance com- 
pany retentions, unequal treatment of the policyholders, activities 
of unscrupulous brokers and agents, including embezzlement of 
premiums, sometimes in collusion with union officials or manage- 
ment—mostly the result of inadequate control and nondisclosure 
to the interested parties. 

(1) The insurance industry is entirely regulated by State 
law. Many State insurance authorities have been lax in 
cle: ning up insurance practices. This is attributable in part 
to the fact that the problem of group insurance is interstate 
or national in scope and, perhaps in part, to the fact that 
some State regulatory agencies are too susceptible to the view- 
point of the industry ; 

(2) The insurance industry, which has long prided itself 
on maintaining high standards on a voluntary basis, has not 
yet set up a code of ethics to deter wrongdoing among its 
membership ; 

(3) Group insurance is a highly complex business, and 
serious Impairment of —— iaries’ equities has at times oc- 
curred as a result of lack of knowledge of insurance practices 
on the part of those responsible for purchasing insurance; 

(4) In many cases, group insurance is bought and not 
sold. The commissions paid by some insurance companies 
on group policies, frequently as high as 20 percent of the 
first-year premium, give many a broker or agent an unearned 
commission. Such commission practices affect plans admin- 
istered solely by a union or by an employer as well as those 
jointly administered ; 

(5) The beneficiaries of self-insured welfare and pension 
plans do not presently have adequate protection under State 
laws. 

(g) Some of the worst instances of individual abuses were en- 
countered in the jointly managed multiemployer and union 
administered welfare programs. The unilateral nature of em- 
ployer and union administered plans affords less opportunity 
for disclosure of information as to abuses or maladministration. 
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(h) Lack of know-how, mismanagement, waste, extravagance, 
bad bookkeeping and indifference have caused a serious dissipa- 
tion of the funds involved in these programs generally. 

(2) Actuarial and investment soundness are the keystones to 
successful operation of pension programs. In many cases too 
little attention has been — to these factors. 

(1) Corporate or bank trustees, while discharging their 
stewardships capably, cannot be held responsible for the 
financial and actuarial soundness of the plan. Often under 
the trust instrument they cannot control investments which 
impair the equities of the beneficiaries ; 

(2) A number of pension plans inv est in substantial per- 
centages of the securities and properties of the employing 
companies. 

3. The subcommittee believes that the enactment of a Federal dis- 
closure act would bring a great measure of order to the operation of 
private employee w elfare and pension plans. The primary objective, 
the subcommittee has concluded, is one of assuring the immediate and 
long-range stability of private welfare and pension programs without 
impairing their voluntary or free-bargaining character. As shocking 
as the cases of dishonesty and fund looting have been and as great as 
the need is to bring this matter under control, the most important 
objective is to assure the maximum usefulness and safety of these 
programs in order that they may better meet the contingencies against 
which they were established. 

(a) It cannot be assumed that the States will act uniformly or 
speedily, or that the problem can be met on a piecemeal basis. 
It is unrealistic to suppose that the 48 States will devise uniform 
procedures within a reasonable time to protect the interests and 
equities of the beneficiaries of these programs, lacking stimulus 
from the Federal level; nor can it be anticipated that any 1 
State is so influential in this area as to bring this about. 

(5) Disclosure of the workings of welfare and pension plans to 
a Federal agency is a mild remedy, reserving to the States a wide 
area for additional control. There is much room, in fact, at the 
State level for enactment of legislation designed to more clearly 
fix the responsibilities of trustees and to strengthen insurance 
regulations. 


RECOMMENDATIONS 


The subcommittee recommends the enactment of a Federal regis- 
tration, reporting, and disclosure act which would be effective for a 
8-year period and which should require— 

(a) Registration of all types of employee welfare and pension 
benefit plans which cover 25 or more employees. This registra- 
tion should include identifying information respecting the plan 
as prescribed by the act and the regulations of the agency. It 
should be made within 90 days of the effective date of the act or 
the establishment of plans subsequent thereto. 

(b) An annual report, as prescribed by the act and regulations 
thereunder, by all employee welfare and pension benefit plans 
which (1) include 100 or more employees and which: (2) include 
less dui 100 employees but are in fact operated or administered 
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on some common basis with other plans (namely, common officers 
or administrators, union bargaining representatives, or employ- 
ers, etc.) and, together, include in the aggregate 100 or more 
employees. The report should be attested to by the principal 
oflicer or officers thereof, and contain a detailed financial statement 
of the operations based upon an audit in accordance with accepted 
standards of auditing addressed to the beneficiaries and certified 
by an independent public accountant. 

(1) The administrative agency should have discretion to 
require reporting and disclosure by a particular plan or plans 
covering between 25 and 100 employees on an annual basis, or 
less frequently, and to require compliance with other provi- 
sions of the act when, in the opinion of the agency, such 
action is deemed necessary to accomplish the objectives of the 
act. 

(c) Disclosure of information contained in the annual report 
should be made to the beneficiaries of the plan and other interested 
parties by making copies available for examination at the princi- 
pat offices of the plan and in the public documents room of the 
administrative agency and by providing the beneficiaries with 
information from the report in prescribed summary form by 
personal delivery or mail. 

(1) The Federal agency should have authority to cause 
further distribution of annual reports to any other Federal or 
State agency. 

(d) Criminal penalties should be imposed for willful violation 
ır failure to comply with the act or willful false statements or 
misrepresentations or omission of a material fact, or for unlawful 
or willful conversion of the funds of any plan or program. 

(e) Constitutional authority for such an act should rest upon 
jurisdiction over taxation, interstate commerce, and the general 
welfare. 

(f) The agency should be given the usual administrative pow- 
ers to carry out the functions of the act, compel the production of 
records, conduct investigations, and take any other measures neces- 
sary to administration and enforcement. 

(g) Based upon its studies, and after 2 years’ experience with 
the act, the administrative agency should make a comprehensive 
report to the Congress and include therein its recommendations 
as to the continuance e, simplification, or modification of legislation. 
This report should be furnished in time to permit Congress to 
take appropriate action before the expiration of the act. 

The subcommittee has no strong view as to which Federal agency 
should administer such an act. It is possible to use any one of several 
existing agencies—namely, the Department of Labor, the Department 
of Health, Education, and Welfare, the Internal Revenue Service, or 
the Securities and Exchange Commission—since the functions of each 
of these agencies have some relation to this field. It might also be 
feasible to create a new independent agency for this pur pose. For the 
present, the subeommitttee is inclined to favor the Securities and 
Exchange Commission because of its organizational setup and its 
established success in the administration of disclosure type statutes. 
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3. The subcommittee also recommends the establishment of an ad- 
visory council to assist the Federal agency in the administration of 
such a disclosure act. The council should consist of 13 members, in- 
cluding 3 employee representatives, 2 representatives of management, 
a representative of the insurance industry, a representative of the bank- 
ing industry, and 3 representatives of the general public, with the 
Secretaries of Labor and of Health, Education, and Welfare and the 
Commissioner of Internal Revenue ex officio members. 

For a complete discussion of the subcommittee’s recommendations 
on disclosure, see section IV : Need for Federal legislation. 








PART ONE: THE FINDINGS 


I. GROWTH, COMPLEXITIES, AND SCOPE OF WELFARE 
AND PENSION PROGRAMS 


In many ways the unparalleled development of private employee 
welfare and pension plans is a testimonial to the genius and managerial 
ability of industry and labor. 

These plans had their first beginnings many decades ago. However, 
the greatest growth has occur red since 1940, and more especially since 
1945. For the most part, these systems grew up like Topsy. Within 
the last 10 years they have mushroomed with amazing speed and with 

almost no regulations and safeguards. It is surprising, in a system of 
such magnitude and complexity, that the abuses and weaknesses dis- 
covered by the subcommittee are not greater. 

Welfare plans provide life-insurance or death benefits, disability in- 
surance or payments during periods of disability, and hospital, sur- 
gical and medical insurance or direct provision of health services as 
required. They are a joint enterprise of the worker and his employer, 
and spread the losses incident to these contingencies over the group. 
They may take the form of a commercial insurance policy, self-insur- 
ance, or Blue Cross, Blue Shield, or similar nonprofit prepayment 
plans. 

Pension plans provide benefits upon retirement due to old age or 
permanent disability. 

Today, these programs provide in some degree various insurance 
coverages or retirement pensions for 75 million persons—29 million 
workers and their 46 са dependents. Thus, almost one-half the 
total population is affected by these plans. Their risk-spreading 
efforts have been cast in a framework of hundreds of thousands of col- 
lective-bargaining contracts, employer-employee arrangements, in- 
surance polici ies, and trust agreements formulated by such diverse 
groups as union officials, corporate officers, insurance executives, bank- 
ers, and uncounted and uncountable mixtures and interplays of these 
plans. 

At the end of 1954, the number of employees and their dependents 
covered under these plans, for the various types of benefits, were as 
follows: 

Number of persons covered 





Em} loyees 
Type of benefit Employe = | Dependents Total ER ai 
| employees 
| | 
———— ———— ا ا‎ — — =. 
| 
Welfare: | Millions | Millions | Millions | Percent 
Life insurance and death benefits. | 29.5 | 1.1 | 30.6 | 55. 0 
Accidental death and dismemberment | 14.0 | | SW ака 
Temporary disability benefits | 23.2 | | 23.2 | 43. 6 
Hospitalization..... ; — 31.3 14.3 | 75.6 59. 0 
Surgical.. 4 2 BT 28.3 | 39.0 | 67.3 53.0 
Medical.... $ed | 17.3 21.4 38.7 | 32.0 
Pensions ^ 12. 5 | 23.0 
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Approximately 60 pecent of the workers who are covered for pen- 
sion benefits and about 40 percent of those covered by the various 
welfare programs are under programs which are collectively bar- 
gained.! 

In 1954, total estimated employer-employee contributions to these 
programs amounted to $6,846,200,000, of which employer contributions 
were $4,537,900,000 and employee contributions, $2,308,300,000.? 

The pay ments into these programs are an investment in a sound 
national economy and continued prosperity. They are an investment 
in labor-management cooperation. The benefits flow to both groups. 


A. FACTORS CONTRIBUTING TO GROWTH 


The underlying factors responsible for the development of these 
benefit plans and their phenomenal growth in recent years have been 
the same as those responsible for the dev elopment of the various gov- 
ernmental insurance programs. These include the human desire for 
protection against income loss and other costs arising from illness, 
unemployment, disability, old age and death, and the “fact that such 
protection can be obtained more “economically on a group rather than 
an individual basis. Other important factors which have encouraged 
the development of these private employee welfare and pension pro- 
grams have been : 

(1) High corporation taxes during and since World War II, 
coupled with the allowance of tax deductions for contributions 
to these programs, thus permitting their establishment at a low 
net cost ; 

(2) Wage stabilization programs during and since World War 
II and the Korean conflict, which froze wage rates but permitted 
increased employee compensation in the form of these “fringe” 
benefits ; 

(3) Court decisions in the years 1948-50 which made welfare 
and pension matters a bargain: able issue; and 

(4) Since 1948, the drive of labor unions to obtain welfare and 
pension programs. Labor spokesmen state that another reason 
for the development of these programs has been the inadequacy 
of benefits under the governmental programs. 

The development of health benefit programs has also been spurred 
by the advances in medical science which, while increasing the efficacy 
of medical care, have also increased its costs and make it difficult for 
individuals to meet those costs except on a spread-the-risk basis. 
Similarly, the development of private pension programs has been due, 
in part, to an increased interest in providing for old-age security. 


В. GROWTH OF PROGRAMS 


An indication of the phenomenal growth of these various benefit pro- 
grams in recent years is the increase of group life insurance coverage 
from approximately 9 million in 1940 to 29 million persons as of the end 
of 1954; the increase in persons covered by insurance companies under 


1 Appendix I (p. 82) shows in detail the workers and dependents covered for each type of 
benefit under the various types of plans, and the number covered under and outside of 
collective bargaining. 

? Details as to employer-employee contributions for the varlous coverages are shown in 
appendix II, p. 84 
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group hospital expense policies from 38,000 in 1935 to 35 million; the 
growth of the Blue Cross plans from 214,000 participants in 1935 to 
44 million; and the increase in persons covered by pension programs 
from 3.7 million in 1940 to 12.5 million in 1954. Tables indicating 
this growth are set forth below. 


Growth of group life insurance in the United States! 


| | Amount of 
| Number of | insurance 
certificates in force 


| 
| Number 
End of year | of master 
policies 


Amount of 
Number of | | insurance 
certificates | in force 


| Number 
End of year | of master 
| policies 


millions) | (millions) 
1912 — 25 12, 000 $13 Вы 19,000 | 6, 112, 000 $10. 208 
1915 * 275 120, 000 100 1940 22. 000 8, 829, 000 14, 938 
ТШ ИБИД | 6, 000 1, 600, 000 1, 570 1945 а 30, 000 | 11, 451, 000 22, 172 
NEN eod 12, 000 ?, 200, 000 $, 247 NUR 44 56, 000 | 19, 391, 000 27, 793 
ee 20, 000 5, 734, 000 9, 801 1954 T 81,000 | 28, 762, 000 86. 395 


! Does not include group creditor insurance. 


Growth of group hospital expense insurance and Blue Cross plan in the United 
States, 1935-54 


Number of individuals covered | Number of individuals covered 
Year (end of year)) Under group | Year (end of year) | Under group 

policies issued Blue Cross policies issued | Blue Cross 

by insurance plans ? | by ins ^ plans ? 





companies ! companies ! 


BEEN. oa e 38, 000 214, 000 о АКА 22, 305, 000 37, 451, 000 
Па а а 1, 800, 000 6, 012, 000 1954 و‎ 35, 090, 000 44, 201, 000 
— — 7, 803, 000 1$, 531, 000 


! Almost all of the sé are employees and their der pendents, 
? Includes individual as wt ‘ell as group enrollmer About three-fourths are employees enrolled in groups 
and their dependents, 


Growth in the number of private employee pension plans and in the number of 
employees covered thereunder * 


Number of 
persons End of year 


| 'nmber dod. Number of 
Endofyear | Number of Number of 


persons 


plans | covered | plans covered 
| Thousands | Thousands 
| Re ae 720 2, 400 1945 —— 7, 425 5, 600 
NEU, 1 dés ten hs 1, 090 2. 600 1950. . РУЙ у 12, 330 8. 600 
П о | 1,965 3, 700 1954 ——— 2 21, 000 12, 500 


1 Pensions in the United States, a study prepared for the Joint Committee on the Economie Report by 
the National Planning Association, 83d Cong., 2d sess., Joint Committee print, 1952, p. 11; data since 1951 
from the Office of the Chief Actuary, Social Security Administration. 

2 Insured and funded plans, exclusive of pay-as-you-go. 


C. TYPES OF ADMINISTRATION AND CONTROL 


Generally, there are four main types of welfare and pension plans, 
considered from the standpoint of their administration and control: 
1. Single employer administered plan; 
Single employer-jointly (employer-union) administered 
Nes 
3. Multiemployer-jointly (employer-union) administered 
fund; 
4. Wholly union administered plan. 
Virtually all plans fall into one or another of these classifications. 
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The subcommittee roughly estimates that the proportions of work- 
ers covered under welfare and pension plans through each of these 
four arrangements are as follows: 3 


[Welfare plans | Pension plans 


Percent | Percent 
Total, all types of plans. ........ — " к — 100 | 


Ringle empl^yer administered plan. . .. 92. 0 | 


Single employer-jointly (employer-union) administered fund i .5 
Multiemployer-jointly (employer-union) administered fund 7.0 
Wholly union-administered plan............. teris : 5 


1. SINGLE EMPLOYER ADMINISTERED PLAN 


This represents by far the most common type of arrangement, under 

which the employer, either under or outside of a collectively bargained 
agreement, administers a welfare or pension plan. Thee mployer may 
contribute a fixed or unspecified portion of the cost. ‘The typical 
arrangement for a welfare plan is one where the employer makes 
specified insurance benefits available to his employees and pays the 
remainder of the cost over and above specified employee contribu- 
tions; less frequently the employer pays the entire cost. If the bene- 
fits are provided through an insurance carrier, the employer usually 
selects the carrier and receives the insurance dividend or experience 
rating refund, if there is one. In the case of a pension program, the 
employer administers and controls a plan which provides specified 
‘pension benefits upon retirement of employees who meet certain 
Sgen conditions. Most pension programs are noncontributory, 
i. e., the employer pays the whole cost; some are contributory, i. e., 
— make contributions. 


2. SINGLE EMPLOYER-JOINTLY (EMPLOYER-UNION) ADMINISTERED 
PLAN 


While this type of plan also covers only the employees of a single 
company, it differs from that described in the preceding paragr: aph 
in that real control of the plan is shared by the employer and the union, 
as provided under section 302 (c) of the Labor Management Relations 
Act of 1947 (Taft-Hartley Act). Under suc h arrangements, in most 
cases, the management agrees with the union to contribute so many 
cents per employ ee-hour worked, or a specified percentage of its pay- 
roll, to a fund managed by a committee or a board of trustees represent- 
ing the company and the union. The moneys in this fund are then 
used to finance the agreed upon welfare and/or pension benefits. 


ЗА recent survey in New York State found that of all employees who were covered 
under health and welfare plans approximately 71 percent were covered under single 
employer plans and 29 percent under multiemployer plans. In New York City the propor- 
tion of the workers covered under multiemployer plans was approximately 40 percent; in 
upstate New York, 9.5 percent. It is believed that the situation in upstate New York 
would be more characteristic of the country as a whole than New York City. Hence, it 
may be estimated that of the 29.5 million employees in the country who are covered for life 
insurance and death benefits, not more than 9.5 percent, or 2.8 million, would be covered 
through multiemployer jointly managed funds. The subcommittee's own study of insured 
welfare funds, i. e., of insurance policies written in which a welfare fund is the policyholder, 
found that the total premiums under all such policies amounted in 1953 to $98 million. 
This is about 5 percent of the total premiums on all group insurance written by insurance 
companies that year. 
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3. MULTIEMPLOYER-JOINTLY (EMPLOYER-UNION) ADMINISTERED 
PLAN 


This type of plan is typically established by contract between a 
union or unions and a number of employers. The agreement gen- 
erally provides that all of these employers will make specified con- 
tributions into a fund, usually on the basis of so many cents per 
employee-hour worked, or a percentage of payroll. The fund is also 
jointly managed as required by the Taft-Hartley Act, by trustees 
representing the employers and the union, in equal numbers. (Too 
often this does not result in actual dual or joint control.) There 
may or may not be one or more neutral or public trustees. The fund 
sets up machinery for collecting contributions from the employers and 
for keeping records of the employees on behalf of whom the contribu- 
tions have been made. Benefits are usually provided through pur- 
chase of insurance or payments or services furnished directly from 
the fund. 

These multiemployer types of programs are found mainly in in- 
dustries marked by small or numerous employers such as are found 
in the construction, coal mining, men’s and women’s clothing, cleaning 
and dyeing, laundry, trucking, restaurant, small scale retail mer- 
chandising, and other service industries. Frequently these funds are 
established on an area basis. However, some teamsters’ funds cover 
many States, and some funds, such as the United Mine Workers, are 
on a national seale. 


4. WHOLLY UNION-ADMINISTERED PLAN 


These plans are managed by a local or international union. Partici- 
pation in the plan may or may not be required of the members. The 
income of the funds is chiefly derived from dues and assessments paid 
by the membership.* While plans of this sort are of long standing, 
they are at present relatively few and cover only small numbers of 
workers. 


D. RELATIONSHIP TO GOVERNMENTAL INSURANCE 
PROGRAMS 


Private welfare and pension plans have the same general objectives 
as the various social insurance programs developed by the Federal 
Government, the State governments, or the two acting in cooperation. 

All private pension plans, in effect, are supplementary to the basic 
Federal old-age and survivors insurance system which now covers 51 
million workers and in 1954 had total contributions of $7,750 million. 
Most of the private pension plans have developed since the Social 
Security Act was passed in 1937; they therefore evidence a desire for 
benefits which are more generous than those available under the gov- 
ernmental program. Many private pension plans provide benefits in 
the event of permanent and total disability, before normal retirement 
age; the Federal program presently does not. 





‘There are a few wholly union-administered programs with employer contributions. 
These are plans which were established by collective agreement prior to January 1, 1946, 
and which under sec. 302 (g) of the Labor Management Relations Act, 1947, are exempt 
from the requirement of that:act for joint control of such funds by union and management. 
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The past year, 1955, has seen the development of collectively bar- 
gained supplementary unemployment benefit plans, sometimes called 
the guaranteed annual wage. Such plans at the end of 1955 covered 
over 1 million workers. All of these plans, of course, are supplemen- 
tary to the programs of unemployment compensation which the State 
governments, in cooperation with the Federal Government, have estab- 
lished and which cover r approximately 37 million workers and entailed 
total contributions in 1954 of $1,440 million. 

The total face value of group life insurance in force at the end of 
1954 was $86 billion; it is estimated that the survivors benefits payable 
under the Federal OASI program are the equivalent of life insurance 
in force of $345 billion. 

Temporary disability insurance, as distinguished from workmen’s 
compensation insurance, is not provided by Federal statute exe ept in 
a few instances, such as railroad retirement, maritime and certain 
phases of State unemployment insurance laws. Four States do re- 
quire such insurance: Rhode Island has an exclusively publicly oper- 
ated plan; California, New Jersey, and New York per mit coverage 
through insurance companies, a State fund, or self-insurance. This 
has stimulated the growth of private disability insurance. 

The vast private programs complement the Government programs. 
Both play a vital role in our national life. It is apparent, therefore, 
that legislation must assure the soundness and honest administration 
of private programs in the interest of the beneficiaries. 








II. ABUSES AND PROBLEMS IN WELFARE AND 
PENSION PLANS 


This section deals with the abuses, weaknesses and problems dis- 
closed by the subcommittee’s studies of employee welfare and pen- 
sion programs. Part Two of this report, to which occasional refer- 
ence 1s made, details some of their ramifications by case histories. 

A discussion of abuses and problems might leave the impression 
with the reader that there is something wrong with every private 
welfare and pension plan. The subcommittee wishes emphatically to 
point out that this is not the case. Perhaps too little has been said 
of the many sound practices found in the great majority of these 
plans and of the conscientious and ingenious efforts on the part of 
industry, labor, insurance, and banking to bring benefits to scores of 
millions of employees at low cost. However, the subcommittee is con- 
vinced that without some legislative direction the abuses, problems, 
and weaknesses which do exist will not be self-correcting. 

Labor, some time ago, condemned dishonesty, created committees on 
ethical practices, established codes of ethics for the operation of em- 
ployee welfare and pension plans, and recommended legislation to- 
ward that end. These codes of ethical practices will, in time, un- 
doubtedly have a salutary effect but their dietas will not be quickly 
achieved. In many instances, representatives of labor have been in- 
volved in some of the worst abuses found to exist and, in some cases, 
they have been found unprepared for the responsibilities of trustee- 
ship under these programs. 

'The insurance industry, while opposing Federal control or super- 
vision in any degree, has not even set up a code of ethical practices 
to condemn the unserupulous. The insurance о beth т- 
surance companies and agents and brokers—in some cases has profited 
from public ignorance of how insurance operates. The insurance in- 
dustry insists that there is no cause for Federal concern since it is 
already under State supervision. However, in most of the cases in- 
volving insured welfare plans where irregularities or abuses were 
discovered, a member of the insurance industry was involved. Keen 
competition in the group insurance field, while having many bene- 
ficial effects, has also bred sharp practices in many instances and to 
some extent has led to unequal treatment of policyholders. 

Management shares the responsibility for many of the serious prob- 
lems and abuses of employee welfare and pension plans. Under many 
of the management-administered insurance and pension plans, em- 
ployee-beneficiaries are not furnished information as to the costs of 
the plan, how it is being managed, its stability, and, in the case of 
pension plans, their ability to meet long-range obligations. Employ- 
ers in too many cases have abdicated their responsibilities under 
jointly managed plans. In some instances such abdication resulted 
from coercion. Management, as well as labor, has at times been un- 
reasonable and unsound in positions taken with respect to benefit 
programs. 


17 
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The banking industry, while recognized as competently managing 
pension investments under corporate trusts, does not have the respon- 
sibility for actuarial soundness, often has too little control over proper 
inve stments, but sells the features of this type of plan without assum- 
ing all of the responsibilities which are necessarily inherent in a 
complete pension plan. 

Whatever the problems, abuses or weaknesses, and regardless of who 
is responsible, the beneficiary stands to lose. Of course the employer 
also stands to lose. Whether it is a matter of inadequacies of exist- 
ing law, corruption, bad investments, irregular insurance charges, or 
unsound practices, the result is an impairment to the stability and 
usefulness of this vast operation. 


A. WELFARE PLANS 


From the subcommittee’s studies, it appears that in a large per- 
centage of health and welfare plans, the financing consists of direct 
contributions from employees as well as employer contributions. 
Under collectively bargained welfare plans at least one-half of the cost 
is commonly covered by employer contributions. In voluntary plans 
outside of collective bargaining, the employer contributions are gen- 
erally much less. By contrast, in pension plans it appears that most 
of the programs are financed solely by employer contributions. 

The process by which moneys going into the financing of welfare 
programs may be irretrievably lost to the beneficiaries can best be 
understood by visualizing the operations of a conveyor belt. Em- 
ployer and/or employee contributions are placed on and move along 
this belt through various stages to the end product: benefits provided 
beneficiaries under the programs. Sometimes all of the money is not 
placed on the belt. Sometimes it is dissipated or stolen in the process. 
Three and a half billion dollars pass along this belt annually. This 
attracts the services and attention of many people. There is, of 
course, no quarrel with the payment of honest and reasonable amounts 
for services properly rendered and for which proper accounting is 
made. 

Unilateral employer-administered plans, union plans, and jointly 
managed plans in certain instances have some problems and abuses 
which, to an extent, are unique to the particular type of plan. Dis- 
honesty or corruption cannot be held to be unique to any operation. 
However, the subcommittee discovered more irregularities in jointly 
managed or Taft-Hartley type plans than in unilateral employer plans 
and perhaps there is a higher incidence of abuse in this type of plan 
than in the larger number of emplover-administered plans. It should 
also be stated, however, that much more time was given to the investi- 
gation of joint and multiemplover plans and that perhaps such plans 
lend themselves much more easily to the disclosure of abuses than the 
unilaterally administered plans. 

Generally, irregularities and abusive practices will be discussed 
without regard to the particular type of plan and only those problems, 
abuses, or weaknesses which are peculiar to a particular type of plan 
will be treated separately. 
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1 PROBLEMS AND ABUSES PECULIAR TO THE TYPE OF PLAN 
(A) UNILATERAL EMPLOYER-ADMINISTERED PLANS 


Over 90 percent of all employees included in health and welfare 
programs are presently covered by this type of plan. While, at times, 
these plans are established or bargained on a cents-per-hour or per- 
centage-of-payroll basis, or by specific amounts to be contributed 

respectively by the employees "aiid the employer, a more typical ar- 

‘angement is for the employees to pay a specified amount toward the 
costs of agreed-upon benefits, with management contributing the dif- 
ference. This is called the level-of-benefits type of plan. If insurance 
costs go up, the employer’s contribution goes up. If insurance costs 
go down, the employer’s contribution declines also. In this type of 
plan, the employer usually receives any dividends or experience rating 
refunds paid by the insurance carrier. 

It should be pointed out that in a substantial percentage of uni- 
lateral employer-administered plans the union has had a voice in the 
selection of the insurance carrier and in many instances participates 
through joint committees in the administration of employee benefit 
accounts or funds unilaterally established by employers. As shown 
in the study of the steel industry (sec. V, A), 18 of the 26 companies 
replying to a subcommittee questionnaire reported that the union 
had a voice in the selection of the carrier, either through negotiation 
with management or membership on joint insurance committees. 
Similarly, 13 of the 52 companies in the automobile and automotive 
parts industry responding to the questionnaire indicated that unions 
participated in selecting the insurance company (sec. V, D). Of the 
1,596 policies issued by commercial carriers to jointly managed funds, 
unions, or employers where the union had a voice in selecting the car- 
rier, the subcommittee found that 231 were issued to employers (sec. 
IX). Undoubtedly the proportion of policies held by employers 
where the union shares in the selection of the carrier is even greater 
than indicated since insurance companies would not be aware of all 
such cases. 

(1) Employers’ position as to disclosing costs 

Management has been found to be most reluctant to disclose its por- 
tion of the costs in the level-of-benefits employer-administered type of 
plan. Its arguments are (a) that if its costs are revealed, the unions 
may make greater demands at the next bargaining session; (6) that as 
management is guaranteeing a specified program of benefits (the end 
product), with costs varying from year to year, regardless of the cost 
over and above employee contributions, it is no concern to the em- 
ployees what these costs are; (c) that arrangements with insurance 
carriers are items of cost which neither management nor the insurance 
companies want to expose to the public or advertise to competitors; (d) 
that in programs bargained on a level-of-benefits basis with fixed em- 
ployee contributions, particularly where there is more than one union 
volved, disclosure will result in employee unrest and dissatisfaction. 

Labor contends (a) that management’s reluctance to disclose its 
share of the costs is because it is doing the job cheaper than it will 
admit and wants to hide its costs; (5) that problems involved in a 
plan with more than one union are no different on a level-of-benefits 
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basis than on a cents-per-hour basis, where the cost is known; (c) 
that abusive insurance practices have demonstrated a real need for 
making available to all concerned the details of the cost of group insur- 
ance; and (d) that there is no greater guaranty of honesty in a uni- 
lateral company-administered plan than there is in a jointly adminis- 
tered or union-administered plan. 

These arguments are the crux of the issues with respect to the 
disclosure of details on this type of plan. These issues involve: What 
effect will disclosure legislation have on collective bargaining? Will 
a mandatory disc losure statute enable unions to get access to informa- 
tion which, as yet, they have not been singularly successful in securing 
except on a case-by-case basis through National Labor Relations Board 
channels, and, if so, will this have harmful effects? 

The subcommittee is naturally less concerned with the effect dis- 
closure may have upon either management or unions that it is with 
the salutary effect it will have in increased protection for the bene- 
ficiaries. It appears to the subcommittee that management, in arguing 
that its costs in guaranteeing given insurance benefits are its own i busi- 
ness under a level-of-benefits type of plan, loses sight of the fact that 
its expenditures in providing these benefits are as much a part of 
the employees’ compensation for employment as if they were on a cents- 
per- hour or percentage-of-payroll basis. Certainly a real distinction 

'an be made between plans where the employer contributes specified 
amounts toward employee benefits and plans where the employer 
guarantees the cost of the plan above specified contributions of em- 
ployees. This distinction, however, would not appear to change the 
whole character of the employers’ costs or contributions. 

Management's costs for benefits under both welfare and pension 
programs have been treated by Congress and the courts as part of 
employees’ compensation. In 1948 the National Labor Relations 
Board ruled in the Inland Steel case that the Labor Management 
Relations Act, 1947, required employers to bargain on company pen- 
sion plans if the employees requested it. The language of the Board 
was in part as follows: “The term wages as used in section 9 (a) 
must be construed to include emoluments of value like pension and 
insurance benefits." * The company appealed but the circuit court 
upheld the Board's decision. The Supreme Court denied certiorari." 

Later, in the case of W. W. Cross € Co., Inc. v. N. L. R. B. (174 Fed. 
9d 875) the court, in upholding an N LRB ruling, stated : 


* * * Indeed we narrow the question still further, for be- 
lieving a group insurance program to fall within the scope 
of the word “wages” as used in the act (National Labor Re- 
lations Act of 1947) we see no need to consider, and therefore 
explicitly pass, the question whether such a program could 
also be included within the scope of the phrase “other condi- 
tions of employment.” 


S77 NLRB 1. 

9 Inland Steel Co. v. NLRB, 170 Fed. га 247, 251 (1949). Here the court stated, 
*"* * * While as the company has demonstrated, a reasonable argument can be made that 
the benefits flowing from such a plan are not wages, we think the better and more logical 
argument is on the other side, and certainly there is, in our opinion, no sound basis for an 
argument that such a plan is not clearly included in the phrase, ‘other conditions of 
employmen *.” 

7336 О. 8. 960 (1949). 
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When the Defense Production Act was enacted in 1950 it contained 
provisions empowering the President to issue regulations stabilizing 
“wages, salaries, and other compensation." These words were de- 
fined in the act to include “all forms of remuneration to employees 
by their employers for personal services including, but not limited 
to, * * * employer contributions to or payments of insurance or 
welfare benefits, employer contributions to a pension fund or 
annuity + * *, 3 

The Internal Revenue Code of 1954 under itemized tax deductions 
for trade and business expenses of individuals and corporations per- 
mits (sec. 162 (a) (1)) “a reasonable allowance for salaries or other 
compensation for personal services actually rendered.” It is under- 
stood from officials of Internal Revenue that it is on the basis of section 
162 (a) (1) that deductions from gross income in the computation 
of taxes are allowed employers for contributions to or payments of 
employee group insurance or other welfare benefits. Under subchapter 
D of the Internal Revenue Code of 1954 entitled “Deferred Compensa- 
tion, etc.,” section 404 provides that— 


If contributions are paid by an employer to or under a 
stock bonus, pension, profit-sharing, or annuity plan, or if 
compensation is paid or accrued on account of any employee 
under a plan deferring the receipt of such compensation, 
such contributions or compensation shall not be deductible 
under section 162 * * * or section 212 * * * but if they 
satisfy the conditions of either of such sections, they shall 
be deductible under this section, subject, however, to the 
following limitations as to the amounts deductible in any 
Ход 

In addition the United States Chamber of Commerce in its various 
studies of costs of fringe benefits converts them to an hourly wage cost. 
'The United States Department of Labor, in its studies of wages, has 
for years compiled data on group insurance in its tabulation of sup- 
plemental wage practices. 

It therefore would appear that there is much to support the con- 
tention that employer contributions to or payments for employee 
welfare or pension plans are included in the term “other compensa- 
tion.” It logically follows that the employees have a direct claim 
to information regarding the costs of such programs. 

Even though employees had agreed to contribute specific amounts 
toward a program of guaranteed benefits with management contribut- 
ing the balance of the total cost, it does not follow that in doing so 
they forfeited their right to know the costs of the benefits and the 
disposition of reserves or dividends. 

The General Motors welfare program.—While a number of unilater- 
ally administered level-of-benefits plans were studied, time permitted 
a detailed examination of only one, namely, that of the General Motors 
Corp. Since this plan is set forth in detail in section VI, A of this 
report, only the handling of reserves and the lack of disclosure of the 
details of the financial operation will be dealt with here. 

Estimates made by the subcommittee staff based on data supplied 
by General Motors indicate that prior to 1950, the General Motors 





* Ch. 932, Public Law 774, 81st Cong., 2d кевв., sees. 402 (b) (1) and 702 (e). 
76189—56———3 





UNIVERSITY OF MICHIGAN LIBRARIES 





22 WELFARE AND PENSION PLANS INVESTIGATION 


ro ‘ate employees paid 43 percent of the cost of the GM- Metropoli- 
tan Life group insurance plan, the salaried employees paid 35 percent, 
and the corporation paid 22 percent. Application of a 42.7 percent 
factor (the proportion of total net cost represented by hourly rate 
contributions) to the $8.7 million in extended life insurance and rate 
reduction reserves in effect on August 31, 1950, produces an amount of 
$3,665,000. However, in 1950, when the hourly rate employees went 
under a collectively —— plan, these as well as other reserves 
accumulated under the General Motors policy for salaried and hourly 
rate employees were left with the salaried group. 

General Motors justifies this action on the basis that, since the em- 
ployees were paying a specified amount toward benefits and the cor- 
poration was paying the balance of the cost, any reserves accumulated 

‘ame from General Motors’ share and should be treated as General 
Motors funds. However, General Motors deducted from taxable in- 
come the entire cost of its share of the program as part of its employees’ 
compensation under section 162 (a) (1) of the Internal Revenue Code. 

It was testified at the subcommittee's hearings that, by amendment to 
the General Motors-Metropolitan policy, reserves left with the 
salaried group could be used by the hourly group if needed. The facts 
reveal, however, that there was never any need for such use. Signifi- 

'antly, in 1952, a cash dividend in excess of $3 million was paid to the 
corporation on the salaried portion of the risk, over $2 million of which 
came from reductions in the old age extended insurance and rate re- 
duction reserves which had become disproportionately large for the 
salaried group as a result of the hourly reserves being left with that 
group. 

In 1950, new reserves were started for the hourly rate group and by 
December 1954 $10 million in old age extended insurance and $5 mil- 
lion in rate reduction reserves had been accumulated. Between 1950 
and 1954, the division of total costs, percentage-wise, for this plan, 
including reserves, was as follows: 

Hourly: Percent 
General Motors' share... 
2mployees' share 
Salaried : 
General Motors' share 
Employees! share... ...... РИ i * > 

As of December 1954, the Metropolitan Life Insurance Cc о. um "T 33 
million in reserves which had been accumulated from premiums joint- 
ly contributed by both employees and management. A large part of 
these reserves would be 7 ased Бу the Metropolitan and returned to 
General Motors if the policy provisions included for the additional 
protection of the older employees or other arrangements were to be 

canceled. The employees have no right to these reserves. These facts 
were unknown to the employees of General Motors until they came 
out at the subcommittee’s public hearing on November 29, 1955. 

Under present law and court decisions the subcommittee concludes 
that General Motors’ contributions to this program are in the nature 
of compensation to its employees and therefore their interest in these 
funds (both their direct contributions and those of the corpora- 
tion) dictates their right to know what the insurance costs are, how 
the policy is managed and what reserves are behind the policy. The 
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subcommittee believes that General Motors’ withholding of the de- 
tails on the financing of the insurance plan from its employees 15 a 
serious defect in an otherwise good program. 


(B) UNION-ADMINISTERED PLANS 


This type of plan comprises a very small minority of all plans and 
no detailed investigation was made. Several programs were encoun- 
tered, however, in which unions had taken over all administration in 
apparent violation of the joint management requirements of the Taft- 
Hartley Act. In addition to violations of the act where employer con- 
tributions went to union plans which had no jointly managed trust, 
the subcommittee found cases where there were commingling of union 
and welfare funds, use of funds for other than welfare purposes, 
favoritism in the payment of claims, extravagances, mismanagement, 
and one-man domination. 

In what was formerly the UAW-AFL Amalgamated Local 286, 
Chicago, Ill., the union president, Angelo Inciso, insisted that the 
thirty-odd employers in the plan pay their insurance contributions as 
union dues (see sec. VII, A). (As of April 1, 1956, Angelo Inciso 
ceased to be an officer or member of the international union and, simi- 
larly, Local No. 286 was no longer affiliated with this international 
union.) This was an obvious circumvention of the Taft-Hartley pro- 
visions. The welfare plan was wholly union controlled. There was 
a complete commingling of moneys used for insurance and union oper- 
ation, including dividends (approximately $30,000) from the insur- 
ance. Inciso gained control of a small insurance company, switched 
the group policy to that company and managed its affairs without 
regard to regulation and sound insurance practices. He used the 
commingled funds for lavish gifts, luxury trips to resorts and abroad, 
and withdrew large sums for which he made no accounting. No ade- 
quate records were kept, no audits were conducted, and no proper 
accounting was made to the union members. 

In the Pointers, Cleaners, and Caulkers Local 52 welfare fund, 
Chicago, Ill., a similar pattern emerged. There was a disregard for 
the provisions of the Taft-Hartley Act. There was no written col- 
lective bargaining agreement, no trust agreement setting up the wel- 
fare plan, and the welfare fund was entirely controlled and managed 
by James Gallagher, head of the union. However, testimony dis- 
closed that management had made persistent efforts to secure such a 
trust agreement and failed because of lack of cooperation on the part 
of union officers. As the contributions flowed in they were siphoned 
off into a union fund and used for miscellaneous purposes, including 
unaccounted for large cash withdrawals. The plan was self-insured 
but no benefits were specified and those paid consisted of handouts at 
Gallagher’s discretion, without any adequate accounting. 

An examination was made of two so-called union welfare plans of 
locals of the United Association of Journeymen, Plumbers, and Ap- 

rentices of the Plumbing and Pipefitting Industries, Local 102, 
<noxville, Tenn., and Local 211, Houston, Tex.? 

In the Knoxville plan $2 weekly payments were required from all 
union members working in that area, who were not members of local 
102, for an alleged *welfare fund." According to union records, 


? See sec. VII, H, p. 2806 infra. 
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$129,000 was collected for this purpose but the local’s officials admitted 
that not one cent of welfare benefits was paid from these funds. 

In the Houston plan a similar practice was engaged in; weekly pay- 
ments were collected from union members who were not members of 
this local. According to union records, $95,000 was collected, approxi- 
mately $37,500 was paid out in benefits and the remainder was used 
for union business. The benefits paid in the Houston plan were to 
members of the local only, although the collections came exclusively 
from nonmembers of the local. 


(C) JOINTLY ADMINISTERED AND MULTIEMPLOYER PLANS 


The -contributions for benefits in jointly administered single or 
multiemployer plans set up in conformance with the provisions of the 
Labor Management Relations Act, 1947, flow into a trust fund from 
which either premiums for insurance benefits are paid or the benefits 
are provided through self-insurance. Many abuses and problems 
have been found in this type of plan. А great deal of this subcom- 
mittee’s and other Federal and State governmental committees’ atten- 
tion has been given to this type of plan, which covers less than 10 
percent of employ ees receiving group benefits under all types of plans. 

Reported scandals in these jointly administered plans first focused 
attention on the lack of control surrounding the employee welfare 
program administration. Frequently, a characteristic weakness of 
this type of plan, particularly in the multiemployer plan, is diffusion 
of responsibility. Employers typically agree to contribute on a cents- 
per-hour or percentage-of-payroll basis and then too often take the 
position that their responsibility is ended, which permits unscrupulous 
trustees and others to control the fund. 

This type of plan in conformity with requirements of the Labor 
Management Relations Act, 1947, must have an equal number of em- 
ployer and employee trustees. Theoretically, this should give a 
balance of control between management and labor. It is probably, 
in part, because of this joint representation that wrongdoing has been 
brought to light in many cases, since in the unilateral plan the adminis- 
trator himself is the only source of complaint. 

Some excellently operated jointly managed multiemployer plans 
have been reviewed by the subcommittee. Where there is conscien- 
tious, reasonable, and intelligent application to the administration of 
such plans, both by employer and employee representatives, the opera- 
tion has been found to be exemplary. 


(1) Malfeasance and nonfeasance 

Many of the abuses in welfare funds have at their source the failure 
of trustees to be true to their trust. Union trustees have often used 
their trusteeships to serve personal gain. Employer trustees have 
sometimes connived with union trustees in such instances and at other 
times have closed their eyes. It was frequently found that employer 
trustees of joint funds completely abdicated their responsibilities. The 
subcommittee found instances of plans in which there had not been 
a meeting of the trustees for several years. In some instances, employer 
representatives took no interest whatever in the operation of the fund. 
In others, employer representatives designedly gave full control to 
the union in the hope that the union would eventually be discredited. 
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On the other hand, employer representatives in some cases were 
subjected to coercion. 

The LWIU welfare fund case presents a good example of non- 
feasance on the part of trustees. Though the trustees in that case did 
not engage in all of the practices criticized in the paragraph above, 
they at least were remiss in certain of their responsibilities to the 
detriment of the beneficiaries of the fund. "They appointed a broker 
as their agent to handle insurance premiums without making arrange- 
ments to review his activities; the broker subsequently embezzled some 
$900,000 of these premiums, part of which was kicked back to an official 
of the Laundry Workers International Union. They permitted mon- 
eys secured through a discount in premium to be paid to welfare 
deputies appointed. by the union without requiring any accounting for 
the expenditures by these deputies. "Though they had certified publie 
accountants to audit the fund, they did not see that a reconciliation 
was made with the insurance company. This case is discussed at length 
in the subcommittee's July 20, 1955, interim report. 

(2) Employer failure to make contributions 

Another problem which has arisen in the multiemployer jointly 
managed type of plan is the failure of some employers to make their 
agreed- -upon contributions. The United Mine Workers report that 
they generally have about 30 suits pending to collect delinquent pay- 
ments and that as of August 1954, they were suing some 15 delinquent 
coal operators to collect over $300,000 due in royalty payments. In 
a Philadelphia fund reviewed by the staff, 75 percent of 140 em- 
ployers were more than 2 months de ‘linquent in their contributions. 
(3) Favored treatment to certain employers 

An offspring of the delinquent-payment problem is favored treat- 
ment of contributing employers. The examination of a Pennsylvania 
multiemployer welfare fund showed that some employers made no 
contributions. The fund records showed that more than 100 (or over 
20 percent) of the contributing employers were delinquent in pay- 

ments. In some plans examine «d there were indications that the busi- 
ness agents of the union may have made off-the-record settlements 
with the delinquent employers. This is a serious abuse. 


2. PROBLEMS AND ABUSES INCIDENT TO THE PROCUREMENT OF 
INSURANCE 


Even when welfare-plan contributions escape abuse at the source, 
and are placed on the conveyor belt as welfare plan insurance pre- 
mium payments, investigation has amply demonstrated that, under 
the lack of existing controls, the ‚у are still vulnerable to dissipation 
and abusive practices. 

Practically all welfare plans provide their benefits through the 
medium of insurance, and investigation has revealed that abuses and 
problems i in welfare plan and fund administration sometimes arise in 
connection with the procurement of that insurance. 

The insurance industry in the United States has been a tremendous 
influence in spreading economic security and has made it possible for 
employers to voluntar. ily supplement the Government's social- security 

stem through group insurance. On the whole it is a highly efficient 
though complex “industry, but its growth and interstate character in 
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the group field have made the opportunity for abuse great because 
State controls are inadequate. 

Before a discussion of the problems and abuses incident to the pro- 
curement of insurance, it is believed that a short discussion of some of 
the salient characteristics will be helpful. 


(A) HOW GROUP INSURANCE WORKS 1° 


Although group insurance is sold by several hundred companies, 
the 10 largest companies probably write 85 percent of the business. 
Competition among them is intense. 

The important characteristics of group insurance are: (!) with 
rare exceptions the agency system of distribution is used— as it is 
for other types of insurance; and (2) the claims experience of a given 
poliey is the main factor controlling its costs, that is, each group 1s 
subject to experience rating. 

For convenience, the following discussion will deal first, with the 
companies’ relations with their agents and brokers; and second, witt 
their relations with their policyholders. 

It should be pointed out that the majority of the companies writing 
by far the greater percentage of group insurance are licensed to do 
business in the State of New York and, therefore, must comply with 
the laws and regulations of the department of insurance of that 
State. Therefore, when reference is made in this discussion to State 
requirements, the subcommittee principally has in mind those of the 
State of New York. 

(1) The agency system 

Typically, an insurance company obtains its business through gen- 
eral agents who, in turn, obtain most of their business through solicit- 
ing agents and brokers. In this kind of an arrangement, the company 
sometimes has little or no contact with the policyholder. Because of 
the technical nature of group insurance, the companies maintain special 
group departments, branch offices and field representatives to assist 
agents and brokers to obtain and retain business. Home and branch 
office personnel and field representatives are salaried company em- 
ployees. Agents and brokers are paid commissions. 

Commissions vary with the different companies. Typically, com- 
missions are paid for 10 years provided the policy remains on the 
books. In addition, arrangements are frequently made for the con- 
tinuance of commissions beyond this period as long as the policy 
remains in force. Generally there are two types of commissions: 
A large first-year commission, followed by smaller renewal commis- 
sions; or a smaller flat commission payable at the same rate—first 
year and renewal—calculated to produce the same amounts over a 
10-year period. Again, typically, commission schedules are on a decre- 
mental scale, the rate becoming smaller as the amount of premium 
increases. For example, a frequently used scale calls for first-year 
commissions of 20 percent of the first $5,000 of billed premium graded 
downward to 15 percent on the next $5,000 and so on down to one- 
half of 1 percent, and less, on amounts in excess of $500,000. It is on 
policies carrying yearly premiums of less than $50,000 that such com- 


10 The following discussion is limited to the manner in which commercial insurance 
carriers operate. Blue Cross and Blue Shield organizations function in an entirely differ- 
ent manner. No examination was made of their operations in connection with this study. 
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mission scales result in a material part of the premium dollar being 
aid to the broker. Renewal commissions are at 5 percent on the first 
SL 000 of billed premium, 3 percent on the next $4,000 and graded 
downw ard to one-half of 1 percent, and less, on amounts in excess 
of $500,000. General agents receive an overriding commission on 
business placed through them by brokers. Some State insurance 
departments, as in New York, require the filing of commission sched- 
ules. Further some require that a commission must be charged on 
every case whether or not one was paid. Failure to do so is considered 
a form of rebating or discrimination and outlawed as such. The 
amount saved by not paying such commissions serves to reduce the 
insurance companies’ overhead charges to all similar policyholders. 

Administration of the group insurance business is such that carriers 
often enter into arrangements with agents or brokers or policyholders 
to perform much of the recordkeeping, accounting, issuance of certifi- 

cates to the employees, claims handling, ete. W hen these functions are 
performed by an agent or broker, he is paid an administration or 
service fee by the company. When the policyholder does the job, he 
is given an administration allowance or premium discount. A few 
companies have arrangements with their most productive agents where- 
by the latter conduct virtually all the transactions with the policy- 
holders. The agents bill their policyholders and remit net to the 
company. 

(2) Premium rates and « гре rience rating 

The cost of group insurance to the policyholder is vitally affected 
by the claims experience of the group insured. 

For the first year, the premium rate for life insurance is computed 
on the basis of the commissioners standard erdinary rate which is the 
same for all companies. For the other coverages, each company files 
with the State insurance department its own manual rate to which it 
is supposed to adhere. For second and subsequent years, the company 
generally varies the rate in accordance with the claims experience of 
the group. It may increase the premium rate if the ratio of claims 
incurred to billed premium is dangerously high; or it may reduce it 
if the experience is good. Sometimes fluctuating experience is met by 
an adjustment in the form of a dividend (ifa mutual company) or an 
experience rating refund or retroactive rate reduction (if a stock com- 
pany). The amount of this adjustment is computed in accordance 
with a retention formula, “retention” being defined as the “difference 
between the billed premium and the total of claims incurred and divi- 
dends.” This retention is intended to cover commissions and other 
costs of obtaining the business, all administration costs, risk charges, 
taxes, reserves, and a surplus (or profit, in the case of a stoc k company). 
To the policyholder “retention” represents the amount of premium 
returned as claim payments plus that retained by the insurance carrier. 

Significance of insurance practices.—The subcommittee has found 
that the procedures sketched above make irregularities possible. In 
short, to the extent that an insurance company’s practices are flexible 
it makes available moneys that find their way to individuals who per- 
form little or no service but who are in a position to swing the busi- 
ness. All of this adds to the cost of the insurance, affects the amount 
of the protection that can be afforded to the employees in whose inter- 
est the insurance has been obtained and the economic security of these 
employees. 
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Moreover, even when irregularities do not take place, group insur- 
ance is so complex and technical that policyholders who are not as 
sophisticated as others, or who do not have the benefit of expert ad- 
vice, may be buying insurance at higher net cost than those who are 
more knowledgeable or better s served. It has been pointed out that 
some insurance carriers do not treat all policyholders alike (see sec. 
VII). 

One more point need be made. The importance of New York State 
as an industrial, commercial, and financial center makes it an ideal 

market for group insurance. Most companies want to do business in 
that State. The New York State Department of Insurance requires 
that insurance companies, wherever located, must conduct their entire 
business in accordance with New York State regulations if they want 
to do business in New York. 


(B) LIMITATIONS OF INVESTIGATION OF INSURANCE PRACTICES 


In the fall of 1954, the subcommittee sent questionnaires to all com- 
mercial insurance carriers doing group business. It confined its re- 
quests to group insurance вшей to welfare funds and to other entities 
under arrangements whereby a trade union had a voice in the selection 
of the insurance carrier. On the basis of these асаа the 
subcommittee found that certain companies had paid relatively higher 
commissions and service fees, and had enjoyed relatively higher reten- 
tions on the cases they reported (see schedules, sec. IX ). 

In view of the extremely large number of employer-administered in- 
sured plans (over 10,000), the subcommittee did not find it practical to 
ask insurance companies to furnish reports on such plans. 

Irregular insurance practices were encountered in a high percentage 
of cases investigated by the subcommittee and field studies of these 
practices at the insurance company level were initiated last October. 
Rather intensive inquiries were made of two medium-sized companies 
which fully cooperated with the subcommittee staff. There is no 
reason to believe that the numerous questionable practices found to 
exist there in the handling of welfare plan group policies are peculiar 
to these companies. The indications were quite to the contrary and 
officials of the two companies testified that many of the practices were 
common throughout the industry. Inquiries at eight other companies 
reflected similar questionable and unusual practices. In some cases, 
these practices included special arrangements with favored brokers 
to pay extra commissions contingent upon favorable claims experience 
without the policyholder’s knowledge, the effect being to reduce divi- 
dends; the payment of high flat commissions or a combination of com- 
missions and administrative fees amounting to excessive payments; 
payment of administrative fees to persons who performed no services; 
inconsistent treatment of policyholders; witholding dividends earned, 
and charging excessive retentions despite good experience. 

The subcommittee studies at the insurance company level in no 
way represent a comprehensive survey of the industry as a whole and 
no assumption is made that the entire industry engages in all the 
practices described. In fact the subcommittee believes that such 
practices are not engaged in my many companies. However, the prac- 
tices uncovered, regardless of their extensiveness, are considered so 
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serious that if no action is taken by way of Federal disclosure legis- 
lation, the subcommittee feels that investigation in this area should 
continue. 

(C) HIGH COMMISSIONS 


Computing commissions on separate coverages.—The first interim 
report of this subcommittee discussed the manner in which commis- 
sion schedules operate. That report points out that insurance car- 
riers to varying degrees calculate commissions by applying the sched- 
ule to the premium on the coverages (type of benefit) separately rather 
than on the entire package. The effect of this practice is to increase 
materially the amount of the commissions payable on a particular 
case. The first interim report illustrates how on a case involvin 
$25,000 of annual premium, the commission schedule of 20 percent d 
5 percent graded when applied to the $25,000 would result in a first 
year commission of $3,500 (14 percent) and renewal commissions of 
$470 (1.9 percent) whereas if applied on the same amount divided 
evenly among the different coverages, the first year commission would 
be $4,719 (18. 9 percent) and the renewal commissions $791 (3.2 per- 
cent). 

This practice is found throughout the insurance industry and is 
indulged | in by large as well as small carriers. For example, the 
Aetna Life Insurance Co., second largest group insurance carrier in 
the country, in reporting information requested by the subcommittee 
in 1954, set out the following with respect to commissions to agents 
and brokers: 


Commissions on group policies in general: Group life, 
group accidental death and dismemberment, group dis- 
ability, group hospitalization (including group surgical, ete.) , 
and group major medical coverages, whether issued through 
a separate policy or through a rider to a policy, will each be 
considered as a separate policy y for commission purposes. 

Commissions on such policies will normally be computed by 
applying the commission rates indicated in either of the fore- 
going commission schedules to the premiums developed by 
the policy. 


The “foregoing” commission schedules consisted of two decremental 
scales, one providing high first year and lower renewal year commis- 
sions decreasing in ratio to increased premium volume. The other 
provided lower, flat commissions for both first and renewal year pre- 
miums. It is understood that Aetna and most other companies will 
combine the coverages for commission purposes upon request by the 
policyholder. 

Some carriers combine the premiums on fewer different types of 
coverages than others. Many companies figure commissions on 2 
groups of coverage (life and casualty) but some companies figure 
commissions on as many as 5 different types of coverage. This man- 
ner of computing commissions, of course, is used regardless of the type 
of policyholder. 

Setting up special commission schedules—Certain insurance car- 
riers set up special commission schedules to accommodate various 
brokers. Examples of this are the special commission arrangements 
entered into between the Security Mutual Life Insurance Co. and 
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Louis B. Saperstein; the Washington National Insurance Co. and 
the firm of Dash & Love, and the broker Harry D. Epstein; the Con- 
tinental Assurance Co. and the firm of C. J. Simons Corp.; and the 
commission scales of the Mutual Benefit Health and Accident Asso- 
ciation of Omaha. 

It may be pointed out that, in the aggregate, commissions paid on 
1,596 cases in force in 1952 reported by 70 carriers amounted to 3.4 
percent of billed premiums. 

In 1950, Louis B. Saperstein approached the Security Mutual Life 
Insurance Co. to underwrite a group insurance plan for the Laundry 
Workers International Union welfare fund if it would pay him his 
“regular” commission. He had life contracts with this company to 
receive a flat 10-percent first vear renewal commission on all group 
business produced. The record shows that from April 1, 1950, to Sep- 
tember 30, 1953, this broker received flat annual commissions of 10 
yercent on this case, or a total of some $262,500, on total premiums of 
$2,364,709.57, or approximately $700,000 annually. Under a typical 
decremental scale he would have received approximately $8,500 the 
first year and renewal commissions of about $3,850, or a total of 
approximately $18,125 for the 3-year period. In the case of this 
broker, the company established a commission scale acceptable to him 
in order to get his business. In 1958, when the company, after con- 
ferring with the New York State Insurance Department, informed 
Saperstein that it would have to reduce the commission, the insurance 
was shifted to another insurance company. Saperstein, as broker of 
record, received a commission of 6 percent plus an overriding com- 
mission of 2.5 percent as general agent of the new company. With 
respect to Saperstein's arrangements with Security Mutual, it should 
be noted that his contact within that company was primarily H. B. 
Wickes, vice president in charge of group operations. The subcom- 
mittee in its interim report of July 20, 1955, described the activities 
of Wickes in this case as subject to serious question, and stated that 
he unquestionably utilized his position with Security Mutual and his 
knowledge of the LWIU case to his own personal advantage. 

An example of how an insurance company may have utilized ex- 
cessive commissions to break into the group insurance field is that 
of the Mutual Benefit Health & Accident Association and Companion 
Life Insurance Co. (its affiliate). Mutual’s annual group premium 
receipts increased from $2 million in 1952 to $12,600,000 ш 1954. In 
the latter part of 1954 its commission scales provided as much as 30 
percent graded the first year and 7 percent graded renewals—far in 
excess of the typical commission schedule. 

Contingent commissions.—In addition to regular commissions, 
special arrangements were entered into by the Washington National 
Insurance Co. and the Continental Assurance Co. to pay extra com- 
missions to certain brokers which were contingent upon the claims 
experience of the policies these brokers handled. In these cases, the 
lower the claims, the greater the extra commission. This practice 
certainly does not serve the best interests of the policyholders and 
beneficiaries. It is a built-in incentive to hold down claims which can 
result in denying just benefits to the beneficiaries in whose behalf the 
insurance has been issued. It is especially difficult to condone when, 
as in these cases, the policyholders were not aware of its existence. 
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The Washington National Insurance Co. paid the extra commis- 
sions, which it “deducted from the policyholders’ dividends, to two 
br okers, Dash & Love and Harry D. Epstein. This contingent com- 
mission amounted to 10 percent of earned premium on each of the 
group policies on which they were listed as broker of record and 
which developed a favorable claims experience. According to com- 
pany figures, payments made to Dash & Love since 1952, and to H: rry 
D. Epstein since 1951, are as follows: 


Dash & Love | Harry D. Epstein 


Item у 

Amount Percent | Amount Percent 
Premiums $481, 201 100. 0 $510, 505 100. 0 
'Total commission. . 44 65, 008 13. 5 61, 151 12. 0 
Regular commission 42, 560 8. 8 48, 414 9. 5 
Contingent commission. sd PA 22, 448 4. 7 13, 737 2.5 


With respect to Harry D. Epstein, the company had an additional 
arrangement to assure him adequate compensation for his work in 
the handling of claims. It set up a “special claims account” of $4,200 
per year against which he could draw $350 monthly. If the 10 percent 
contingency commissions should fail to yield $4,200 in any 1 year, the 
company would make up the difference. 

The effect of the contingency commission arrangement is to reduce 
the experience rating refunds payable to the policyholders. This is 
strikingly illustrated in the case of the Boot and Shoe Workers Union 
group insurance plans where the extra commissions paid to Dash & 
Love during the 3 policy years ending in 1952, 1953 and 1954 were 
several times the dividends paid the policyholders. The dividends 
in each of 3 policy years were divided as follows: 


Dash & | To polic 


Poliey year Total * em Rb" 
Dec. 1, 1951-Nov. 30, 1952 а $15, 649 $5, 322 $9, 327 
Dec. 1,1952-Nov. 30, 1953 8, 021 6, 982 1, 039 
Dec. 1, 1953-N ov. 30. 1954 : 6. 202 5. 000 1, 20% 


The experience on certain other policies was such that Dash & Love 
received extra commissions, while the policyholders received no 
dividends. 

The extra commissions were payable on all policies—whether issued 
to a welfare fund, a union, or to an individual employer. In the case 
of Amalgamated Local 195 of the Meat Cutters and Butcher W ork- 
men’s Union, 3 policies were issued to the union and 5 to individual 
employers. 

The testimony with respect to these two brokers makes it clear that 
neither the union nor the policyholders knew of these arrangements. 
One of these employers stated that he never heard of Dash & Love; 
that to his knowledge there was no broker on the case; and that all 
his dealings had been with the insurance company’s field representa- 
tive. Another stated that he had never seen either Dash or Love. 
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Similar assertions regarding commissions were made by union of- 
ficials and employers in the Boot and Shoe welfare plans, where the 
policies were issued jointly to the union and the individual employers. 

In another case involving the plan of the Torsion Balance Co., 
Clifton, N. J., a company official indicated that he had no knowledge 
of the fact that extra commissions were paid to Harry D. Epstein and 
deducted from the dividend that his company would otherwise receive. 

The Continental Assurance Co. entered into an arrangement with 
the C. J. Simons Corporation of Newark, N. J., its general agent, 
whereby the company agreed to pay the corporation an annual “con- 
tingency bonus” or extra commission of from 2 to 10 percent of billed 
premiums depending on the claims experience on its entire business. 
The premium volume ranged between 2 and 3 million dollars per year. 
During the period 1951-55, the C. J. Simons Corp.’s contingency 
bonus alone totaled $208,000. Again, this applied to any policy 
whether issued to a union, a welfare fund, or an employer policy holder. 

There are numerous instances involving high commission arrange- 
ments which clearly gouge welfare-plan beneficiaries. It is ser iously 
questionable whether such arrangements are necessary. Group insur- 
ance is bought and not sold in many cases. Too often it was found 
that most, if not all, of the administrative work connected with the 
insurance phase of welfare plans was performed by salaried personnel 
of the carrier while the producer (agent or broker) reaped the benefit 
of excess commissions and fees simply for having obtained the busi- 
ness. 

(D) SERVICE AND ADMINISTRATION FEES 


The nature of group insurance makes it practical, where a reason- 
ably large group is involved, for the insurance carrier to delegate 
certain administrative functions to the policyholder. These gener: ally 
include issuance of certificates to the employees, accounting of monthly 
premiums due the carrier, determination of eligibility for coverage 
and even payment of claims. Generally, a policyholder is given a 
premium discount (typically, of 1 to 3 percent) or additional dividend 
for performing these functions. The subcommittee’s studies show 
that with respect to policies in force in 1952, 27 of 43 companies with 
a substantial volume of business paid service fees. Eleven companies 
paid fees of 2 percent or more of billed premiums. 

However, many instances were found in which liberal service fees 
were paid not only to agents and policyholders but also to other per- 
sons who performed little or no service. In effect, these fees when 
paid to an agent are additional commissions. When paid to a third 
party, they verge on kickbacks, rebates, or commissions to an unlicensed 
agent. 

Testimony before the subcommittee revealed many instances in 
which agents received unduly high service fees under circumstances 
that raise grave doubts as to the extent to which they were earned. 
For example, Eastern Casualty Co. paid the Cardinal Agency 7.5 per- 
cent until 1953 when the amount was reduced to 3 percent. This was in 
addition to 15 percent flat commissions on first year and renewal pre- 
miums. It paid the Alcor Agency 5 percent in addition to flat com- 
missions of 12.5 percent. An official of the company testified that the 
fees were paid as compensation for administrative functions such as 
billing and claims processing. 
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The Mutual Benefit Health & Accident Association (Mutual of 
Omaha) combined various decremental commission schedules with 
incremental service fees which in effect resulted in a flat rather than 
a graded yield to the agents or brokers. As its volume of business in- 
creased, it gradually adjusted its commission and fee agreements with 
its agents. At present the company pays the standard graded 20 per- 
cent first year and 5 percent renewal commissions on new business. 
Service fees are at a level 3 or 4 percent. An example of how the 
earlier incremental service fee schedule worked is illustrated in the 
joint welfare fund of the International Union of Operating Engi- 
neers, Locals 14 and 15. In this case, according to an administration 
contract entered into April 30, 1952, between Mutual and the agent, 
Alphonse C. Corcillo, no first year fee was paid on the first $20,000 
of premium, but the fee then ranged from 5 percent on the next 
$10,000 of premium up to 14.9 percent on all in excess of $500,000. 
Renewal fees rose from 10 percent on the first $10,000 of premium to 
14.9 percent on all in excess of $500,000. The use of an incremental 
scale for computing commissions and fees is contrary to general prac- 
tice. Under this arrangement, Corcillo received combined commis- 
sions and service fees of 16.2 percent and 15.7 percent during policy 
years 1952-53 and 1953-54, respectively, on gross premiums totaling 
about $187,000 in 1952-53, and about $185,000 in 1953-54. As of 
April 1, 1954, Mutual initiated a policy of reducing service-fee pay- 
ments to a flat 4 percent with the result that, in this particular case, 
combined commissions and service fees amounted to only 6.4 percent 
of gross premium of a little over $303,000. 

In another case, Local 445 of the International Brotherhood of 
Teamsters welfare fund, Victor D. Levitt, Jr., the broker for Mutual 
Benefit Health & Accident Association, was paid in addition to the 
regular and overriding commission, first-year service fees of 10 per- 
cent on the first $1,000, graded down to 5 percent on all in excess of 
$50,000, and on renewals 5 percent on the first $1,000 graded up to 
9 percent on all in excess of $50,000, Companion Life, which carried 
the life insurance, paid the regular commissions plus a flat service 
fee of 6.5 percent for first year and renewal. Thus, this broker re- 
ceived combined renewal fees and commissions amounting to a flat 
10 percent. 

Many other instances were found where fees, as distinguished from 
commissions, were paid to agents. Among them were the adminis- 
tration fees of 4 percent paid by the Continental Assurance Co. to 
the C. J. Simons Corp. This, in spite of the fact that the agency was 
receiving a contingency bonus in addition to its regular commissions. 

A novel arrangement was entered into by Dash & Love, the broker 
in the case, and Michael Tesoro, eastern representative of the boot 
and shoe workers union, in the welfare plans of that union carried 
by Washington National. In this situation, Dash & Love agreed to 
handle the union’s insurance details in return for one-half of the divi- 
dends received by the union. In this case, the agents were already 
receiving extra commissions which were deducted from the policy- 
holder’s dividends. Thus they received, in addition, one-half of the 
dividends remaining payable to the policyholders. 

The subcommittee 1s firmly convinced that such practices are wholly 
unreasonable and unwarranted. They represent an unnecessarily high 
charge against the beneficiaries, increase the net cost of insurance and 
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reduce the amount of money available for benefits to employees. There 
is no logical reason or justification for thus increasing the size of the 
payments to agents and brokers. 

Policyholders and third-party fees.—Even more questionable is the 
payment of administration fees to certain policyholders or to other 
third parties who are in a position to swing the business but whose 
part in the administration of the plans is difficult to define. The most 
glaring example involves the Laundry Workers International Union 
welfare fund policy with the Security Mutual Life Insurance Co. 
Testimony showed that the company paid $85,000 to E. C. James, as 
acting secretary-treasurer of the union, from September 1951 to 
October 1953, at the rate of $2,500 monthly, allegedly for expenses 
incurred by the union in promoting its welfare plan. In addition, the 
company had agreed, in October 1950, to allow a 5-percent premium 
deduction to the fund to take care of administrative costs in proces- 
sing and screening the claims. 

The 5 per cent was allowed, allegedly because the company did not 
have the field staff necessary to service this nationwide fund. The 
trustees of the fund agreed that welfare deputies be appointed in each 
section of the country where the plan operated. Thus, by March 
1955, 33 such deputies were appointed. They were paid 5 percent of 
the premiums paid on behalf of the members of the locals for which 
they were deputies. For example, James, as welfare deputy for Local 
46 (Chicago) received almost $78,000 from October 1, 1950, through 
September 30, 1954. Appearing before the subcommittee on March 
29, 1955, James refused to tell how he handled this money on the 
ground that his answer might incriminate him. An interesting fact, 
in this connection, is that one of the welfare deputies, Sidney Bren- 
nan, was not a member of the Laundry Workers International Union 
but was a vice president of the Brotherhood of Teamsters. He received 
almost $12,000 from 1952 through 1954. 

The overloading of such costs to the premium is illustrative of both 
the insurance company’s and the union and management trustees’ 
disregard of the interest of the employees. 

An unusual arrangement was uncovered by the subcommittee in 
which Mutual of Omaha insured some 3,600 members of 4 locals of the 
Mine, Mill and Smelter Workers Union employed by the Anaconda 
Copper Co. In this case, the company sought to reduce the commis- 
sion of the regular agents in the case because it had agreed to pay a 
service fee to the union’s insurance consultant, Paul Pinsky of San 
Francisco. From the facts available on this case, it is entirely pos- 
sible that the service fees were nothing more than an inducement to 
retain tlie business. 

In the cases in which Harry D. Epstein was broker, a pattern of 
5 percent administration fees paid to union officials was developed. 
Washington National loaded the insurance premium by 5 percent to 
produce these fees. An insurance company official testified that these 
individuals contacted union members to explain the insurance pro- 
gram to them. The company also took the position that it had no 
legal obligations to verify whether these individuals actually ren- 
dered any service. In view of the fact that Epstein was already 
receiving liberal commissions, plus an extra contingency commission, 
was this not indeed a “loading” of the premium? It was testified that 
while Epstein denied that these fees represented a return for favors 
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rendered, he readily admitted that the “administrators” were union 
officials through whom he originally obtained the business. 

In one welfare fund case involving Local 262 of the Bakery, Con- 
fectionery and — Workers Union, Newark, N. J., Washington 
National paid over $10,300 during a 4- -year period to two coadminis- 
trators who were also officials of the local. Evidence shows that dur- 
ing the first 3 years, the company's checks were endorsed by the two co- 
administrators of the fund. "These individuals, in addition, received 
small salaries and expense allowances from the fund plus, of course, 
their salaries as union officials. 

Another case handled by Epstein concerns the Torsion Balance Co., 
of Clifton, N. J. This firm was the holder of a policy issued in 1953. 
In the 2 following years it paid premiums totaling almost 
$12,800. Washington National paid administration fees of 5 percent, 
first to James Grafagnino, a former official of the International 
Jewelry Workers Union, and then to his father-in-law, Dominic 
Tripode, an official of the local. Since the plan was a unilateral em- 
ployer-administered plan, neither of these persons had taken any part 
in its administration. Company officials had never even heard of the 
first individual. 

Testimony with respect to the Continental Assurance Co. is full of 
instances in which the company paid fees running as high as 6 percent 
to trustees of welfare funds who, in fact, performed no administrative 
functions. In some of these, the brokers or agents were already receiv- 
ing administration fees. In one case, an insurance company employee 
questioned the administrative fee arrangements made by the branch 
office since the home office performed all administrative functions. In 
still other cases, allowances for administrative fees were being made 
in order to retain the business, although no administrative functions 
were performed. 

Testifving before the subcommittee, officials of Continental Assur- 
ance Co. had difficulty in defining the administrative functions of these 
individuals. Upon further questioning, the company’s vice president 
testified that 1 to 3 percent was an adequate administration fee. With 
respect to administrative allowances made to trust funds, these officials 
testified that they saw no reason why a trustee, as a policyholder, who 
chose to have his experience r: ating refund divided into two parts— 
one labeled “administration allowance,” the other, “refund,” should 
not be accommodated. It was the policyholder’s money, they said, and 
he could get it any way he saw fit. 

In too many cases, the use of m fees by individual 
trustees borders on a racket. In the C. J. Simons case, this agent of 
Continental was obviously paying dd inistration fees out of his com- 
missions and fees to various individuals in a position to swing business 
to him. 

The practices described above are vicicus. In the Simons case, the 
testimony tells the sad story of a broker who had to pay so-called 
administration fees to various and sundry individuals in order to ob- 
tain and keep a gross yearly business of between $2 and $3 million. 
Apparently, — were paid out of moneys rec eived from the insurance 
company as commissions and fees. This agent’s commitments were 
such that this source of funds eventually became insufficient and he 
began to withhold premiums from the insurance carrier. 
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(E) “SWITCHING” 


“Switching” is the practice of transferring insurance from one car- 
rier to another without disclosing the costs involved to the policy- 
holder. “Control” of cases by agents and brokers is a common group 
insurance phenomenon. Switching involves the payment of high 
first-year commissions all over again. A “switch” means that installa- 
tion costs and contingency and other risk- sharing reserves accumu- 
lated by one insurance company must be reaccumulated by the new 
carrier. 

Based on reports from insurance carriers, the subcommittee’s statis- 
tical analysis of group insurance transactions in cases where the union 
had some voice in the selection of the carrier shows that out of the 
2,073 policies reported in force at the end of 1953, 10 percent had been 
shifted from one carrier to another. Of course, there are cases in 
which a carrier wants to *get off the risk" and advises the policyholder 
that his policy will not be renewed. In such cases, the latter seeks 
out a company that will take his risk and usually finds one. There are 
also cases in which the policyholder is not satisfied with the treatment 
he gets from the carrier and transfers his insurance to another. The 
record, however, shows cases, such as the LWIU-Saperstein case, 
where carriers were switched because the one would no longer con- 
tinue the commission and fee arrangements. In this case, both S зарег- 
stein and certain of the fund trustees went to great lengths to make 
the switch. 

Another example of switching is found in an insurance plan in- 
volving Local 195, Meat Cutters and Butcher Workmen of North 
America, Philadelphia. This plan was originally underwritten by 
the Continental Casualty Co., of Chicago, Ill, on January 1, 1952, 
through a broker, Dash & Love. A year later, it was switched to 
the Washington National Insurance Co. under commission arrange- 
ments which were more favorable to the broker. Some employers 
who were contributing to the program first learned of the change 
after it had been made. 

This same broker handled an insurance plan involving the Boot 
and Shoe Workers Union, Philadelphia, which also was insured by 
Continental from August 1950 to December 1951, when it was likewise 
switched to Washington National. 

In the Torsion Balance case, already cited, the insurance coverages 
had originally been carried by the State Mutual Life Insurance Co 
and the Security Mutual Life Insurance Co. "The agreement between 
this employer and the union (Playthings, Jewelry, and Novelty 
Workers International Union, CIO, Local 306) alled. for a specified 
program of benefits. In November 195 2, a new agreement was entered 
into providing for contributions of 334 cents per hour, or $6.49 monthly 
per employee, into a *fund" to be used for the purchase of insurance. 
At that time, the union requested the company, in writing, to cancel 
the outstanding policies and to place the insurance with the Wash- 
ington National Insurance Co. through Harry D. Epstein, broker. 
This was done. The employer was the policyholder and administered 
the plan. The commission and fee arrangements which Epstein 
enjoyed have already been cited. 

During the subcommittee’s hearings, an official of the Continental 
Assurance Co. testified on a case in which the C. J. Simons Corp. 
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was the agent, and in which the policy was canceled and reissued and, 
therefore, first- -year commissions were —* twice. This official 
said, ** * * I certainly expect that the producer or someone must have 
decided that there was going to be a first-year commission paid on that 
case, anyway, if not with us, it could be placed with some other 
carrier * * *.” When asked whether it seemed worth doing—paying 
a new commission again in order to keep the business, he an- 
swered, ^* * * in our Judgment we found that is what we had to do; 
yes." 11 
(F) DISCRIMINATORY TREATMENT OF POLICYHOLDERS 


In its study of group insurance practices, the subcommittee has 
found that some insurance companies have given certain policyholders 
better treatment than others. Insurance companies under intense com- 
petition have made concessions to get and retain business. The com- 
plexities of group insurance are such that only knowledgeable buyers 
are able to judge for themselves the quality or value of the poliey 
they buy. The cost of group insurance is reflected in the premiums 
charged the policyholder and, having due regard to claims incurred, 
in the dividends or experience rating refunds allowed by the company. 
It has been found that the net cost of insurance varies among different 
policyholders having similar size and experience and is frequently gov- 
erned not only by competition but by the acumen of the buyer. 

The General Motors-Metropolitan Life Insurance Co. group insur- 
ance policy is an excellent example of the best kind of treatment 
accorded toa policyholder. The interest which General Motors receives 
on certain types of reserves, ine luding its “mean fund,” and the fact 
that the normal contingency reserves on this policy are reserved for 
the policy alone, and that they are possibly recapturable by the cor- 
poration, makes it a policy uniquely favorable to General Motors. 

The complex dividend or retention formulas used by the different 
insurance carriers to determine the amount of the dividend or refund, 
if any, that will be paid a policyholder are held in great secrecy and 
only a few companies, hesitatingly, made them available to the sub- 
committee. Basically, these formulas take the following into account : 
commissions and service fees and other acquisition costs; taxes; risk 
charges; home and field office administration expenses; cost of han- 
dling claims and a host of other miscellaneous costs, as well as reserves 
and in the case of stock companies, profits. When these items are sub- 
tracted from the premium, the remainder may be paid out as dividends 
or experience rating refunds. 

Theoretically, all group cases come up for dividend or retroactive 
rate credit consideration once a year. Actually many small cases do 
not. This was clearly shown during the hearings. 

Obviously, the determination of the amount of dividend, if any, 
that would be available requires an examination of the experience of 
the individual case. 

Testimony before the subcommittee that insurance companies some- 
times pursue variable policies with respect to dividends or rate credit 
refunds is very clear. In its field investigations, the subcommittee 
found case after case in which insurance carriers after an exchange 


1 Hearings, pt. 3, pp. 1356-1357. 
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of correspondence with policyholders or their representatives have 
paid dividends that otherwise would not have been paid, or paid 
more because of pressure. 

When asked to comment on the lack of uniform policy, one com- 
pany official testified that “* * * everyone is not treated alike. That 
is another fallacy of this bonus or dividend system under which we 
operate.” ?* An official of another company stated “I think that is 
probably true of most every company, frankly, and I think that is 
something you no doubt wish to consider carefully. The squeaking 
wheel gets oil." 

When asked E this practice that results in one group policy 
getting better dividend treatment than another operates in the same 
manner whether the policyholder is a trust fund or a single employer, 
this same official answered, “I would say so, due to several reasons. 
One could be a far more able representatıve of theirs. A man trained 
in group insurance very often, I think, forces the hand of insurers 
onthat point. * * *”** 

It was brought out at the subcommittee hearings that premium 
rates have been lowered in cases in which the policyholder or his agent 
has exerted some pressure on the carrier. 

With respect to first-year premiums, as already indicated, the rates 
are in a sense fixed. For life insurance, they are based on a standard 
rate which is uniform for all companies doing business in New York 
State. For accident and health insurance, they must conform to the 
rates filed by the companies. In actual cases, however, it is possible 
for an insurance company to file a schedule so designed that it can 
apply only to one case. This is sometimes resorted to when the case 
is a desirable one and var lous companies are competing for it. 

More common, however, is the response to pressure that may be 
exerted when the policy is renewed on its anniversary dates. Since 
the life insurance premium for a given group may be expected to rise 
simply because the group, on the whole, has become older, companies 
commonly recalculate the rates periodically. The subcommittee de- 
veloped instances in which policyholders, or their agents, challenged 
the announced increases and the companies reduc ed the increases or 
eliminated them altogether. If no questions were raised, the rates 
stood. 

With respect to renewal rates for accident’ and health insurance, 
many cases were found in which the rates were reduced, not because 
of favorable experience, but simply because the policyholders, or their 
agents, complained to the companies. In some of these cases, other 
insurance carriers were interested in acquiring the business. There 
were other cases in which the claims experience caused the company 
to require a rate increase but on,account of pressure from the policy- 
holder (or the agent) reduced the increase or eliminated it altogether. 

The subcommittee has found an interesting case which illustrates 
one of the effects of collective bargaining in the area of group insur- 
ance. In this case, the policyholder was an employer company. The 
insurance company informed its field representative that it hesitated 
to make a dividend payment. It gave as its reason that other employers 
in the industry had indicated they were not interested in dividends 


1? Tbid., p. 1253. 
13 Tbid., p. 1366. 
^ Idem. 
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because the insurance had been purchased under an agreement with 
the union by which the employer was obligated to pay a certain 
specific amount for insurance and dividends would only К turned over 
to the union. 

(G) EMBEZZLEMENT 


Two cases cited have received special attention from the subcom- 
mittee because they illustrate what can happen when insurance agents, 
insurance companies, union officials, and employers fail to appreciate 
the position of trust they occupy in the operation of welfare plans. 

The Saperstein case. —This case has been fully discussed in the sub- 
committee’s second interim report. In March 1951, the trustees of 
the social security department of the Laundry Workers International 
Union appointed Louis B. Saperstein as their “insurance agent” to 
handle its relations with the Security Mutual Life Insurance Co. At 
the same time, they passed a resolution providing that, henceforth, 
all premiums payable to Security Mutual should be paid to Saperstein 
for transmittal to the insurance company. This method continued 
to April 1954. 

In October 1953, the policy was transferred to the California Life 
Insurance Co. By that time, the LWIU had paid almost $3,268,600 
in premium for insurance with Security Mutual. Records, however, 
indicate that the insurance company rec ceived only $2,35 900, or almost 
$919,400 less than it should have. The embezzlement of over $900,000 
was traced to Saperstein, who was obviously in collusion with at least 
one of the union officials, E. C. James, secretary-treasurer of the inter- 
national. 

This case involved 50,000 beneficiaries located in almost every State 
ofthe Union. It involved employer-employee trustees from five States, 
Indiana, New Jersey, California, Pennsylvania, and Illinois. The 
headquarters of the plan was at Indianapolis, Ind. The broker, 
Saperstein, operated in Newark, N. J. The insurance company was 
domiciled in New York State. The secretary-treasurer of the union, 
James, resided in Chicago. Besides the outright embezzlement of over 
$900,000 there was a host of other abuses and irregularities. This case 
was fully documented by the subcommittee nearly a year ago and was 
referred for attention not only to the United States Department of 
Justice and the United States Internal Revenue Service, but to the 
appropriate legal authorities in the five States. 

No " tion has been taken. 

Mr. James is still secretary-treasurer of the international union. 3 

This is a glaring example of the inadequacy of present laws at either 
the State or Federal level. It also rather conclusively points up the 
complete inability of State authority to cope with abuses of this — 

The Simons case.—The C. J. Simons Corp., of Newark, N. J., is a 
large insurance agency and serves as the northern New Jersey i 
agent for the Continental Assurance C ompany of Chicago, Ill. Dur- 
ing the period 1951 through 1954, this company did an annual group 
business amounting to approximately $2.5 million in premiums. Evi- 
dence developed by this subcommittee at public hearings in December 
1955 reflect that an officer of this firm, William H. Croland, treasurer, 
who owned a half interest in the corporation, embezzled at least 
$164,000 in insurance premiums in transit from numerous joint and \ 
employer-administered plans to the insurance carrier. 


UNIVERSITY OF MICHIGAN LIBRARIES 





40 WELFARE AND PENSION PLANS INVESTIGATION 


It was further developed that the insurance company learned of this 
from the Simons Corp. between January and August 1954, but failed. 
to notify any public authorities of this crime. The Continental Assur- 
ance Co. settled this embezzlement with the Simons Corp. civilly, 
making full allowances for commissions, administration fees, and con- 
tingent commissions on the embezzled money, and they continued to 
do business with this firm which is still licensed in the State of New 
Jersey. No prosecutive action in this case has been initiated although 
the money involved was paid for the benefit of dozens of welfare 
funds and tens of thousands of employees. It is believed that the 
course followed by the insurance company in regard to this matter 
should be subject to close scrutiny. 


3. SOME OTHER PROBLEMS 


(A) COLLECTIVE BARGAINING AND WELFARE PLANS 


Collective bargaining has had a tremendous influence on the growth 
and form of welfare plans. It has set patterns and trends which in- 
fluence the character of all plans. For one thing, whether a plan is 
included in a collective-bargaining agreement or not, it is subject to 
collective bargaining. This means that the employer must watch the 
trend of collectively bargained plans, even if he has no bargaining 
relations with a trade union. 

Collective-bargaining agreements run for a specific term—1 year, 
2 years, etc. The plan, then, is subject to change at the expiration of 
the agreement. If the agreement is not extended or renewed, the plan 
may be discontinued. It may be said, therefore, that the economic 
security provided the employee rests, to a great extent, on the for- 
tunes of collective bargaining. 

Since collective bargaining is a continuing process, the plan may 
not reach its final form for some years. For example, there are trust 
funds which, in the initial stages, receive higher contributions than 
the schedule of benefits warrants. In such plans, the parties involved 
intend to improve the plan at some future date after some experience 
has been developed. Conversely, there are plans which initially 
provide more liberal benefits than the contributions warrant, but the 
unions involved expect that once the plan has been established, the 
employers will agree to the needed higher contributions. Both of 
these arrangements present problems. 

* Employers having agreed to contributions towards a plan—whether 
they are the sole administrators or coadministrators—frequently feel 
that the plan is really the union’s plan and, therefore, take little or 


no interest in it. 
(B) PROBLEMS OF SMALL GROUPS 


Small groups cannot purchase group insurance as advantageously 
as larger ones. In fact, although many insurance companies will 
issue group insurance to employers with as few as 25 employees, 
according to insurance-industry information compiled by. the subcom- 
mittee (see sec. V) the cost of such coverage amounts to one-third of 
the total premiums paid as against something less than 5 percent on 
large group insurance policies. Of course, self-insurance is ruled out 
for small employers because of the prohibitive risk and expense. 
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'The laws of three States—New York, New Jersey, and California— 
which require employers to provide sickness and accident insurance 
‘benefits for their employees, have created a demand for group insur- 
ance on the part of small employers. Although the insurance may be 
obtained from State funds, if the employers find it desirable, the fact 
remains that the savings available to larger groups cannot be enjoyed 
by small employers. 

The multiemployer trust funds, therefore, fill a real need. Although 
the subcommittee’s investigations have shown that, in some cases, these 
arrangements have resulted in a diffusion of interest between employer 
and union trustees, such funds have functioned to the benefit of the 
employees covered when all trustees and the fund administrators have 
taken their responsibilities seriously. 

In the main, it is desirable for small employers to group together. 
By doing so, they can enjoy the savings of large group operations, 
whether they self-insure or purchase insurance. One of the prob- 
lems, however, is that one employer group may enjoy a better claims 
experience than another. To that extent, he helps carry the groups 
having poorer experience. 


(C) STATE REGULATIONS AND INTERSTATE COMMERCE 


By policy the Federal Government has reserved the regulation of 
group insurance to the several States. While self-insured plans and 
welfare funds as such have not yet come under State regulation, this 
is presently being considered. 

The adequacies of State legislation are fully discussed in section 
V. The importance of the New York State insurance laws and 
regulations is also fully treated, as this State exerts a very strong in- 
fluence on the insurance business throughout the country. Never- 
theless, while this is true, the only means at its disposal to enforce 
regulations with respect to out-of-State companies, agents, and brokers 
is to revoke their rights to do business in New York State. Only one 
example need be cited. In the Simons case, the State of New York 
revoked William Croland’s broker license. He can no longer do busi- 
ness in New York State. However, Croland’s office was located in 
Newark, N. J. and he was licensed to do business in that State. New 
Jersey, so far as is known, has not revoked his license and Croland 
is still functioning as an insurance broker in that State. 

Most insurance companies do business in more than one State. Many 
do business in all States. They have to abide by the laws in each of 
the States, pay taxes to each of the States—at different rates—report 
to each of them, et cetera. Compliance with the different regulations 
of each of the States is cumbersome. However, the companies have 
adopted procedures to do this. 

The sale of individual insurance is undoubtedly a local matter and 
its regulation may properly belong primarily within the jurisdiction 
of State authorities. Group insurance, under the complexities and 
intricacies of modern business. however, presents an entirely different 
situation. Surely, a group policy issued to the General Motors Corp., 
or the United States Steel Corp., has an interstate character. The 
‘General Motors’ policy was issued by a New York insurance company. 
The policyholder’s headquarters is in Detroit, Mich., and its em- 
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ployees are working in plants and offices all over the United States 
and in foreign countries. 

Similarly, many welfare plans operate in several States. Let us take 
the laundry workers’ welfare fund. The union has 55 locals through- 
out the United States and in Canada. The decision to set up a welfare 
plan was made in Chicago at a union convention. The first local to 
negotiate such a plan was local 46 in San Francisco, Calif. Head- 
quarters for the fund was established in Indianapolis, Ind. The insur- 
ance was purchased through a Newark, N. J., broker from an insur- 
ance company located in Binghamton, N. Y. The broker maintains 
bank accounts in Chicago, San Francisco, and Newark—at least. The 
6 trustees of the fund were selected on a geographical basis and come 
from 5 States. The welfare deputies who handled claims were located 
in 33 different sections of the country. 

Premium checks originated in Indianapolis, Ind., where they were 
signed by the chairman of the board of trustees, then forwarded to 
San Francisco to be cosigned by the secretary-treasurer of the board, 
who, in turn, forwarded them to the insurance agent in Newark. The 
latter would then deposit the checks to one of his bank accounts. 
Claims checks would be drawn by the insurance carrier in New York 
and generally forwarded to the 33 welfare deputies all over the United 
States. Premiums were embezzled by the broker and sent from Newark 
to an officer of the international in Chicago. The effectiveness of 
State regulation of welfare plans of such geographical scope is open 
to question. 


(D) INVESTMENT OF WELFARE FUND SURPLUSES 


Welfare funds commonly consist of contributions made by employers 
and/or employees. Premiums to insurance carriers, in insured plans, 
are paid from the funds so accumulated ; in self-insured plans, bene 
fits are paid directly from these funds. Under both methods the funds 
generally accumulate surpluses. This raises the problem of invest 
ment. 

Most fund trustees are very careful with the investment of such 
funds and the principle of diversity of investments has been generally 
adhered to. Some trustees are very conservative. Many tend to invest 
their funds almost entirely in Government securities. Some funds 
have been slow in selecting their investments, others have been over- 
anxious to be in a liquid position, and have permitted large amounts 
to accumulate in their bank accounts—at no interest. 

Some funds have invested in ventures of a social nature. For exam- 
ple, the funds of the International Ladies Garment Workers, the Amal- 
gamated Clothing Workers, and the United Mine Workers, have used 
surpluses to finance medical facilities to carry out their health pro- 
grams. To the extent that such investments have been made only after 
due deliberation, that the ventures are efficiently run, and that sound 
principles of investments have not been violated, these may be desir- 
able. The sponsors of such plans must, of course, be very careful that 
by drawing moneys from their funds for such purposes they do not 
drain their resources to the point that they cannot meet their cash 
obligations for other direct benefits or for the payment of insurance 
premiums. 
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Other ventures of a social nature, in which welfare funds have 
been invested, are housing and vacation camps. These frequently 
yield a return on the ca jital invested. Аз long as these ventures are 
operated in a businesslike manner with no ulterior motive, the sub- 
committee finds no fault with them. However, this principle as well 
as sound investment practices have been violated in some instances. 
The investment of $15,000 of moneys accumulated in the Philadelphia 
Fur Workers Union, Local 5: 3, health insurance fund, for example, 
raises many questions. ‘This sum was invested in a mortgage on — 
erty owned by the New Kinderland C amp Corp. and Camp Lakeland, 
Inc. The mortgage actually was a prior claim on a $90,000 mortgage 
consolidating a series of 8 mortgages, 7 of which were once held 
by the International Workers Order. This organization was found 
to be a Communist organization by the supreme court of the State 
of New York. The aforementioned camps were also managed by an 
individual who, in the opinion of a justice of the New York Supreme 
Court, was a well-known Communist Party member. 

(1) Mortgages on union property 

Some funds have invested surpluses in mortgages on office build- 
ings occupied, in whole or in part, by the unions with which they are 
associated. While these may be sound investments, there is a question 
as to whether such investments should be made and whether they 
would have been made had the union not been located in the build- 
ing. 

The difficulty of establishing what is to the benefit of the union and 
what is to the benefit of the welfare fund in investments of this type, 
even though the investment is a sound one, is illustrated in the case of 
the laundry workers welfare plan. At one time the fund invested ap- 
proximately $26,000 in a first mortgage on an office building in which 
the offices of local 52 were located. The secretary- -treasurer of this 
local is also a trustee of the fund. 

(2) Investments in employer property 

In general, investment in the property of an employer is subject 
to question. When the securities of an employer are freely traded 
in the various stock exchanges, inclusion of the securities of partici- 
pating employers in a fund's investment portfolio may be quite ac- 
cidental. Such funds will remain more steady if not tied too closely 
to the economic affluence of the employer. From the point of view of 
the interest of the beneficiary the tie-in of his economic security with 
the fortunes of his employer will, in times of stress, affect materially 
the soundness of the fund. 

The subcommittee has found instances in which fund investments 
in employer properties raise many questions. Much publicity has 
recently been given to the investment of $2 million from one of the 
welfare funds of the teamsters union in the common stock of the 
Montgomery Ward Co. There is little question of the soundness of 
this investment. The fund portfolio remained well balanced. The 
stock was purchased at $60 and recently quoted on the New York 
Stock Exchange at $85. Its marketability is beyond question. Yet, 
officials of the union do not hesitate to admit that the stock was pur- 
chased for publicity reasons. It had been trying to organize the 
company without success for many years. After the purchase of the 
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securities was announced, organizational activities proceeded with 
much success. 

In the Inciso case, the former UAW-AFL Chicago Local 286 had 
called a strike against one of the employers. In the course of negotia- 
tions it developed that the employer was pressed for cash to meet 
certain heavy tax payments. The union told the employer that it 
would loan him the money he needed after the strike was settled. The 
strike was settled and the union loaned the employer $40,000 and 
obtained a chattel mortgage on the employer's equipment. 

Again, in the laundry workers case, the fund approved a loan of 
$35,000 in a 5-percent mortgage on property occupied by the New 
Linen Supply Co. In this case, the property had been appraised 
at $40,000. 

(3) Ownership of insurance companies 

Only a few welfare funds own insurance companies. Two well- 
known examples of ownership of insurance companies by welfare 
funds are the Amalgamated Life Insurance Company of New York 
and the Amalgamated Life & Health Insurance Company of 
Піпоіз, owned "by welfare funds of the Amalgamated Clothing 
Workers of America. Their admitted assets are $9,300,000 and 
$9,600,000, respectively, and they appear to be operated efficiently. 
The companies were set up because, at the time, the well-known in- 
surance carriers were reluctant to underwrite a multiemployer plan 
and to insure the members of the union at standard rates. The mem- 
bership of this union includes a high proportion of women, is gener- 
ally of a high-age group, includes a high proportion of non- 
Caucasians, and traditionally has more or less seasonal employment. 
The companies’ business is restricted to the union’s welfare funds. 
They now cover about 500,000 workers and pay benefits of approxi- 
mately $1 million a month. Their underwriting expense was 8.5 per- 
cent of premiums in 1954. 

The former UAW-AFL Amalgamated Local 286 presents an ex; 
ample of union domination, without ownership, of an insurance com- 
pany. Angelo Inciso, head of the union, took over and managed the 
American Continental Insurance Co. as he saw fit regardless of State 
insurance law and regulations. 

In another case, the California Life Insurance Co. was purchased 
by the social security department of the Laundry Workers Interna- 
tional Union. Negotiations leading to this purchase originated in 
April or May 1953 between the president of the California Life 
Insurance Co. and an individual who was at the time an officer of 
the Security Mutual Life Insurance Co. In July of the same year, 
Security Mutual informed the broker of record, Louis B. Saperstein, 
that his commissions would have to be reduced and certain adminis- 
trative payments to Eugene C. James, arte of the 
Laundry Workers International, would have to be discontinued. As 
of August 6, 1952, a group of the trustees of the LWIU welfare fund, 
the broker Saperstein, the officer of Security Mutual who had by then 
left that company, and certain officials of the LWIU, secured control 
of California Life, utilizing private funds. As of October 1, 195: 
the insurance of the LWIU welfare fund was ch: inged from Secur ity 
Mutual to California Life. 
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Subsequently, through a series of transactions culminating in April 
1954, the control of California Life was transferred to the social secur- 
ity department of the LWIU welfare fund. No finders fee or com- 
missions were paid in connection with this transaction nor did any 
profit result to any of the individuals who had originally arranged 
for the purchase of California Life. 

On June 3, 1954, Saperstein's contract with California Life was 
canceled. The president of the latter company testified that this was 
done as soon as he learned of the unfavorable publicity and involve- 
ment of Saperstein with the New York insurance authorities. 

The explanation offered for the manner in which the purchase of 
California Life was effected was that the parties did not want it made 
public that California Life was being purchased by a labor union 
and it seemed doubtful to the trustees that the social security depart- 
ment could invest in common stock in the corporation unless such 
investment represented control. 

The subcommittee had been informed that this investment by the 
social security department resulted in great benefit to the welfare 
fund; that its group insurance is now commission free; and dividends 
have been considerably larger than before. 

Though the purchase of this insurance company finally culminated 
to the advantage of the welfare fund and without personal benefit to 
the individuals through whose efforts it was arranged, the manner in 
which the purchase was handled presents serious questions because of 
the possibility that these parties could have profited personally, be- 
cause of possible conflicts of interest, and because the evidence raised 
considerable doubt as to the original intentions of the parties involved. 


(E) INTERLOCKING DIRECTORATES AND FINANCIAL TRANSACTIONS 


Labor union representatives have alleged that there are certain prac- 
tices in the operation of unilateral employer-administered group in- 
surance plans that result in the employees getting less insurance pro- 
tection for the premium dollar expended than they otherwise would. 
One of these has to do with the instances in which an employer has 
purchased insurance from (or has continued an insurance policy with) 
an insurance company from which it has obtained a sizable loan. 
Another raises the question of the possible adverse effects of a concern 
dealing with a carrier to which it is related through interlocking direc- 
torates. The subcommittee has made special inquiries as to the extent 
to which such practices exist and has found some instances in which 
insurance transactions took place with companies with which the 
insurance carriers had financial relationships or interlocking director- 
ates, or both. Time did not permit the subcommittee to determine 
whether or not interlocking directorates or the circumstances sur- 
rounding insurance company investments had any bearing on the pur- 
chase of group insurance. Of course, large insurance companies with 
large amounts of money continuously available for investment might 
quite accidentally find themselves investing in securities of their 
policyholders. The subcommittee feels that, per se, there is nothing 
wrong where a carrier has securities of, or has made loans to, a com- 
any for which it writes a group policy. However, the exclusion of 
bids of other companies simply in order to place insurance with a 
carrier with which the insuring company had a financial tie-up would 
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be a reprehensible practice. Section XI of this report discusses the 
inquiry directed by the subcommittee to the 10 largest group insurance 
companies with respect to interlocking director ates and financial trans- 
actions between the carriers and large policyholders. Because of lack 
of time to inquire into the various situations reported, the list of such 
transactions is not set forth but is being retained in the subcommittee’s 


files. 


(F) SELF-INSURANCE 


The beneficiaries of self-insured plans do not presently have ade- 
quate protection under State laws. 

While the staff did not study any self-insured employer-admin- 
istered welfare programs, an intensive study was made of the United 
Mine Workers Welfare and Retirement Fund for the bituminous coal 
industry. This is an entirely self-insured program, which was found 
to be honestly and competently administered. Administrative ex- 
penses on the death benefit programs were caleulated to be only 1.8 
percent of the benefits paid, and on the medical care program 5.4 per- 
cent of benefits provided. 

The subcommittee reviewed the experience of the self-insured wel- 
fare fund of the Distillery, Rectifying. Wine апа А еа Workers’ 
International Union. This fund formerly carried its insurance with 
Security Mutual Life Insurance Co., Louis B. Saperstein originally 
having been the broker and having received a 10 percent commission, 
as in the Laundry Workers International Union case. 

As of October 1, 1955, this fund canceled its insurance with Security 
Mutual and undertook to provide the same benefits as theretofore on 
a self-insured basis. Testimony received at the hearings showed that 
15 days after the fund instituted self-insurance the salaries of the 
office manager and the fund’s attorney were raised from $13,000 and 
$10,000, respectively, to $25,000 a vear. 

For a number of years up to June 1954, one of the trustees of this 
fund was Sol Cilento, who was then and is now executive vice presi- 
dent of local No. 2 of this union. Cilento was one of three individuals 
named by Saperstein as having received payoffs and kickbacks totaling 
$299,000 over a 2-year period in 1951-52. Cilento was indicted in 
New York County ‘but was freed of kickback charges on a legal tech- 
nicality. There is some evidence that Cilento still exercises influence 
over the operation of this fund. 

Testimony brought out at the hearings showed that in going to a 
self-insured basis the fund had received very little actuarial advice. 
Testimony also showed that certain dubious practices under the pro- 
gram when it was insured were continued under the new self-insured 
program. ‘Two union trustees who were also union officials received 
fees as fund trustees of $100 a month and payments of $700 to $800 a 
month as welfare representatives in addition to their union salaries. 
Various other officials and persons connected with local unions also 
received salaries as welfare representatives. Inasmuch as the fund 
directly administered all claims and benefit payments, it was not clear 
just what functions of value these welfare representatives performed 
for the payments they received. 

Testimony at the hearings also brought out that the whole adminis- 
tration of the program was characterized by nepotism. Melvin M. 
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Dykes, the fund administrator, is a nephew by marriage of Cilento. 
Joseph O'Neill, chairman of the board of trustees and international 
union president, has two sons who are welfare representatives at 
salaries of $800 and $300 per month, respectively ; Max Drexler, execu- 
tive secretary of local No. 2, has a son who is a welfare represent: itive 
at a salary of $380 a month. 

The subcommittee believes that the States might well regulate self- 
insured plans to a much greater degree than they do at present. 


B. PENSION PLANS 


Pension plans have at least two features which differentiate them 
from welfare plans and which warrant separate discussion. One of 
these features is that, unlike welfare plans which deal with short-term 
risks, pension programs deal with long-term future contingencies. If 
a welfare program is unsoundly designed in that income is insufficient 
to meet benefit costs, that fact comes to light almost immediately and 
steps can easily be taken to bring the two into balance. However, in 
the case of a pension program which is inadequately funded, the 
inability of the program to provide the pensions which have been 
promised will not come to light for a considerable period of years, and 
by that time any correction of the program so as to prevent a default- 
ing on pension obligations will be most difficult, if not impossible. 

'The second feature of pension programs which necessitates separate 
treatment is that, in general, these plans require the aceumulation of 
large reserves which must be invested and the income from which be- 
comes an important source of future pension payments. These re- 
serves, which are growing rapidly in volume, and which are largely 
in the hands of insurance companies, banks and other trustees, create 
a whole series of problems. One of the most significant of these is to 
assure that the funds are wisely and prudently invested and that the 
equities of the beneficiaries are protected. 


1. DESCRIPTION OF PENSION PROGRAMS 


There are no firm figures as to the total number of pension plans in 
this country, inasmuch as some plans are quite informal in character. 

There are known to be some 17,280 so-called insured plans—i. e., 
plans insured or administered by insurance companies *—and there 
are estimated to be approxim: ately 4,000 so-called trusteed plans, in 
which the pension fund is administered and invested by a bank or other 
trustee. In addition to these there are several thousand profit-sharing 
plans with retirement features, and probably many thousands of 
formal and informal pay-as-you-go plans.*® 


% The Life Insurance Institute of America obtains reports annually from all insurance 
companies as t» volume of group insurance written. These surveys cover pension and re- 
tirement plans insured or administered by insurance companies, and provide data on 
persons covered under such plans, total premiums paid, and reserves. Data for 1954 are 
reported in the Tally of Life Insurance Statistics, May 1955. 

16 The Internal Revenue Service up to the end of 1954 had “qualified” 28,307 employee 
pension, profit-sharing, and stock-bonus trusts, as meeting the requirements for tax exe mp- 
tion under sec. 401 of the Internal Revenue Code of 1954. and had issued 1,734 rulings on 
termination of trusts, leaving some 26,573 such trusts qualified at that time. The Service 
estimated that at the end of 1955 there were approximately 30,000 “qualified” trusts. A 
study by the IRS in 1946 found that approximately 70 percent of the qualified trusts were 
pension plans, and 30 percent were profit-sharing trusts; stock-bonus plans constituted a 
negligible proportion. 
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Of the 17,280 insured plans at the end of 1954, 11,550 were in- 
dividual policy pension trusts, 3,410 were deferred group annuity 
plans, 760 were deposit administr ation group annuities, and 1,560 
were combinations or variations of these types of plans. Of the 3,915,- 
000 employees covered under all “insured” plans, almost two-thirds— 
2,350,000—were covered under the deferred group annuity plans, and 
835,000 were covered under deposit administration plans. In the case 
of all of these plans, other than deposit administration, annuities on 
an individual or group basis are purchased from an insurance company 
and the insurance company guarantees the payment of pensions or 
annuities in question. In the case of deposit administration, amounts 
estimated to suffice to meet future pension obligations are deposited 
with an insurance company which holds and invests these funds; how- 
ever, the insurance company does not guarantee that the funds so 
deposited will be adequate for meeting future pension costs. 

Under the so-called trusteed plans, the employer or other entity 
establishing the plan, makes contributions into a pension fund. "These 
contributions are of two sorts, those estimated to be required to fund 
pension obligations currently being earned by employees, and those 
required to fund the so-called past-service pension — * Зоте 
80 to 90 percent of all pension plans of this type use a bank as corpo- 
rate trustee to hold an invest the funds in accordance with a trust 

reement. In most other cases a committee appointed by the em- 
= performs this function. In some cases—a minority—the bank 
merely serves as custodian of the fund’s securities or other holdings 
and has no discretion as to investments, the employer directing all in- 
vestments. At the other extreme, the bank m: iy have sole discretion 
as to investments. There are all variations in between these two 
poles, such as those in which the bank has investment discretion sub- 
ject to such direction as the employer may from time to time wish to 
make, or in which the purchase of certain classes of securities or as- 
sets is specifically directed or specifically prohibited. 

Under pay-as-you-go plans no pension fund is accumulated. The 
employer or other entity simply pays pensions out of current in- 
come as employees retire. The characteristic of such plans is that 
the costs are light in the initial years of the progr - but then, other 
things being equal, increase progressively year by year as additional 
employees retire. Under these programs, employees E ave no security 
for future pensions other than the continued prosperity of the con- 
cern or entity operating the plan. 

It is estimated that, at the end of 1954, approximately 12,500, 000 
employees were covered under all types of pension plans. About 7 
million of these are covered uhder collectively bargained programs. 
Of the 12,500,000 covered employees, 3,915,000 were under insured 
plans, about 1 million were under pay-as-you-go plans, and the re 
mainder, 7,585,000, under funded trusteed plans. 

Total reserves of all insured plans at the end of 1954 were $9,800 
million ; total assets of all trusteed funds at the end of 1954 were prob- 
ably about $12 billion" at book value, and possibly close to $13 


7 The Securities and Exchange Commission, in its study of corporate pension funds, 
1954 (release of October 12, 1955), found that these pension-trust funds had total assets 
at the end of 1954 of $11,250 million. This study covered all corporations exclusive of 
banks, railroads, and nonprofit organizations. ‘The pension-trust funds of banks, nonprofit 
organizations, and of jointly managed and union administered plans might bring the total 
close to $12 billion at book values. 
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billion at market value. Total reserves of all plans are, therefore, 
about $21.8 billion at book value. 

Corporate pension and retirement trusts have been growing 

rapidly—from $6,356 million at the end of 1951 to $11,250 million at 
the end of 1954. 

In 1954, total contributions to insured plans were $1,325 million; 
total contributions to trusteed plans were approximately $1,868 mil- 
lion; and total contributions, i. e., benefits paid, under pay-as-you-go 
plans, about $100 million.** ‘The grand total of contributions to all 
plans was $3,293 million, of which approximately $2,866 million are 
estimated to be employer contributions and $427 million employee 
contributions. 

The vast majority of all pension plans are established and admin- 
istered by employers and cover the workers of a single corporation 
or such a corporation and its affiliates. In some employer-administered 
plans representatives of the employees participate in the administra- 
tion of the program. Frequently, this is restricted to passing on 
applications for benefits; generally, it is the employer who really con- 
trols and manages the program. 

Since 1946 a consider: n number of multiemployer jointly managed 
plans have developed, i. e., plans established under an agreement be- 
tween a union and a — of employers and jointly managed by 
trustees representing the union and the employers. Among the prin- 
cipal plans of this type are the United Mine Workers welfare and 
retirement fund, the pension plans of the International Ladies 
Garment Workers Union, the Amalgamated Clothing Workers of 
America, the International Brotherhood of Electrical Workers, and 
the recently formed ‘Teamsters Central States, Southeast and South- 
west areas pension fund. In addition, there are a small number of 
plans which are wholly administered by labor unions, These two types 
of plans together cover possibly 2 million workers, of which the great 
majority are covered under the jointly managed plans. Total contri- 
butions to these plans in 1954 are estimated at about $140 million, of 
which $120 million were employer contributions and the rem: — 
employee contributions. 


2. SUBCOMMITTEE STUDIES 


A number of multiemployer jointly managed plans in the pension 
field were examined by the subcommittee. These included the pension 
program of the United Mine Workers welfare and retirement fund for 
the bituminous coal industry, the Teamsters Central States, Southeast 
and Southwest areas pension fund and, less intensively, the pension 
programs of the International Ladies Garment Workers U nion and 
the Amalgamated Clothing Workers of America. The staff also re- 
viewed a number of pension plans unilaterally administered by em- 
ployers. Among these were the pension plans of General Motors 
Corp., Chrysler Corp., American Motors, the Automotive Tool & Die 
Manufacturers Association in Detroit, United States Steel, and a few 
others. 

In addition to these studies of individual plans, the staff held con- 
ferences of record with the representatives of several very large banks 


18 The pension program of the United Mine Workers welfare and retirement fund, which 
paid benefits of $70 million in 1954-55, is included here as a pay-as-you-go plan. 
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which serve as corporate trustees for many pension plans, and with 
insurance company representatives relative to group annuities and 
deposit administration plans. Data were also obtained from 64 banks, 
each of which administers pension and other trusts with aggregate 
assets of over $100 million, relating to the pension trusts which they 
administer. 

All of these plans were funded trusteed plans. ‘The committee made 
no detailed study of insured pension plans. 

Less attention was given to the development of possible abuses in 
the pension field than to the important problems of adequate funding, 
investment policies, the degree of disclosure of the financing of such 
plans to employee beneficiaries, etc. This of course does not mean that 
there are no abuses. 


3. SOME OF THE PROBLEMS 


Without question the long-range nature of pension plans makes 
the manner in which these plans are financed of the highest signifi- 
cance. Basically, as already pointed out, there are three methods of 
financing pension plans. 

Pay-as-you-go plans present the greatest element of uncertainty. 
While such a plan may be adequate in that it can be expected to meet 
the benefit payments, the foundation of such a plan is only as strong 
as its sponsor. If he is in an expanding industry whose products can 
be expected to remain in demand and if he can be expected to remain 
in business indefinitely, then the employees covered by it need have 
no fear that their retirement benefits will one day be discontinued. 
However, only a very unique enterprise can be sure to remain pros- 
perous in perpetuity. In fact, the industrywide pension plan in the 
anthracite coal industry reduced its scale of benefits simply because of 
the economic plight of the industry. This illustration is not intended 
to reflect on the character of pay-as-you-go plans. Under certain 
circumstances such a plan may be highly desirable. It is important, 
however, in any formalized pay-as-you-go pension plan that all those 
concerned with it are aware of its limitations. If they desire, they 
can then make their own arrangements to supplement the plan. Dis- 
closure of the financial experience of such plans would keep interested 
parties informed. 

The great distinction between pay-as-you-go plans and funded 
plans, whether trusteed or insured, is that in the latter funds in the 
nature of deferred wages are currently set aside to meet future 
pension obligations to employees who qualify for benefits under the 
terms of the plan. If the pay-as-you-go plan is terminated, there is 
no such reserve. 

Self-insured funded plans, usually trusteed, present a far stronger 
element of certainty of payment of benefits. The more fully funded 
they are, the more certain the benefits. In these plans the manner 
and extent of funding are the responsibility of their sponsors, even 
where banks are used as trustees. Sometimes such plans at the outset 
spend more than is warranted by the moneys avail: ible in an effort to 
secure more liberal benefits. With exper ienc e, careful administration, 
and competent actuarial advice, the plan’s finances can be adjusted to 
the point where it will become adequately funded. The long-range 
nature of pension plans lends itself to such adjustment. Here again, 
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the plan is as good as its sponsors. Whether or not a plan should be 
fully funded, or whether a plan must be fully funded in order to be 
adequately funded, is beyond the scope of this subcommittee. The 
subcommittee is convinced, however, that the manner of funding 
presents many problems and that proper funding is essential for the 
safeguarding of the employees covered by the plan. Employees get 
little security out of a pension plan that is discontinued. The manner 
of funding 1s so important that all interested parties should be kept 
fully informed as to the plan's experience, especially with respect to 
matters revealing the plan's ability to meet its commitments. This is 
as true in insured plans as in trusteed plans, particularly as the 
moneys used to fund the plan are in the nature of employee com- 
pensation. 

Investment of the assets of trusteed plans presents other problems. 
Usually this is performed by corporate trustees and is their primary 
funetion. Sometimes they have full diseretion in the selection of 
investments; sometimes by the trust agreement their discretion is 
limited. The investment earnings of the assets of a pension plan are 
most important. The higher the earnings, the lower the cost of the 
plan. The problem here is one of achieving the highest yield without 
sacrificing safety. 

The corporate trustee’s functions do not include those of deter- 
mining the liabilities of the funds. It should be clearly understood 
that banks or other corporate trustees in selling the features of the 
trusteed type of plan, such as higher income return on investment, do 
not have the responsibility for the actuarial soundness of the plan. 
These functions remain with the sponsor or sponsors of the plan and 
are usually performed by an actuary ret: ained for this purpose. 

In insured pension plans generally the insurance carrier assumes 
the responsibility for the de termination of the liability of the sponsor 
for the investment and safety of the funds. In other words, the insur- 
ance company guarantees the payment of certain benefits dependent 
upon the premium paid. It follows that under these circumstances the 
assumptions used by insurance companies would naturally be more 
conservative than would be typical of trusteed plans. The continuity 
of premium payments of course is a necessary prerequisite to an ade- 
quate funding of the insurance plan. Moreover, as the insurance 
company assumes the responsibility for evaluating the plan’s liability, 
it reserves the right to make periodic reevaluations with a view to 
adjustment of premium. 

In deposit administration plans, however, the problems are similar 
to those found in self-insured or trusteed plans. 


4. INVESTMENT IN THE ASSETS OR OBLIGATIONS OF THE EMPLOYER 


Employees obviously have an interest in the wise and prudent invest- 
ment of the funds which have been set aside to provide them with 
pensions. One of the problems in this connection is the investment by 
the fund in the assets or obligations of the employing company or its 
affiliates or other interested parties. Under some circumstances an 
investment of pension funds in the securities, obligations, or other 
property of the employer may well be part of a wise and prudent 
investment program, but an unduly large holding of this type may 
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not be in the interests of the beneficiaries. Furthermore, any large 
investment in the securities or obligations of the employing company 
tends to raise the question whether the fund is being operated for the 
sole interest of the beneficiaries. It is known that there are a certain 
number of funds which have invested in the assets of the employing 
company ?? (see sec. XII). 

In order to obtain more definite information on this point, the 
staff sent letters to 66 large banks, requesting lists of the pension plans 
for which they serve as corporate trustees and information as to 
provisions of trust agreements relating to investment in assets of the 
employer, and details as to such holdings in each case. These 66 
banks were known to have some 5,269 pension and other employee 
trust accounts with aggregate assets of $8,256 million. The pension 
trusts that these banks administer contain the vast bulk of the total 
assets of all pension trusts for which banks serve as trustees.” 

Replies from 64 banks showed that these banks administer a total 
of 5,053 plans of which 3,515 are pension plans and 1,538 are profit- 
sharing plans with retirement features. Of the pension plans, 324 
are insured plans in which the holdings consist entirely or mainly of 
individual annuities, the banks having no investment functions, 

Of the 3,191 noninsured plans, the trust agreement in 967 cases 
specifically permits investment in the employer's assets, in 650 cases 
specifically prohibits such investment, and in the remaining 1,574 is 
silent on this point. In at least 914 plans the bank has sole discretion 
as to investment. 

Of the 3,191 noninsured plans, 195, or 6 percent, hold employers’ 
assets or obligations in the fund, and in 65 cases such assets amount 
to more than 10 percent of the total assets of the fund. A list of these 
plans, together with a description of the assets so held, appears in 
section XII of this report. 

The subcommittee staff has not had time to obtain detailed facts on 
the pension plans in which more than 10 percent of the fund consisted 
of the securities, obligations, leasebacks or other property of the em- 
ployer. But the perusal of this list of pension plans raises a number 
of disquieting questions. It seems obvious to us that there are a 
number of instances in this list in which the heavy investment in the 
assets of the employer may not be in the interests of the beneficiaries 
and in which the investment may have been motivated, at least in 
part, by ulterior considerations. 

One of the principles of wise investment is that there should be a 
diversification of risk. Where a concern is large and the character of 
its business is such that it gives every promise of being stable and 
permanent, some investment in the securities or assets of the employer 
may be part of a prudent investment program. Thus, the seven banks 
which are trustees for the General Motors Corp. pension fund have 
in the aggregate invested about 5 percent of the fund assets for which 
they are responsible in the bonds or common stock of General Motors 
Corp. and its subsidiaries. In an investment program which seeks 
wide diversification, such an investment may be considered quite 
prudent and sensible. 


1 Tt may be noted in this connection that Canada prohibits investment of any part of 
a pension fund in the stocks, bonds, or other obligations of the employing company ; that is, 
it refuses tax exemption for employer's contributions to a plan which makes such an 


investment. 
9» See hearings, pt. 3, p. 888. 
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But on the other hand, the investment of a large share of a pension 
fund in the employer's assets or securities appears to violate the com- 
mon sense injunction of not putting all one's eggs in one basket. Tt 
appears to us that there are instances in the list set forth (sec. XII, 
pt. 2) where the heavy investment in the employer's securities or 
assets cannot be justified as a part of prudent management of pension 
funds. There are a number of cases in these lists where over 50 per- 
cent of the trust assets are invested in the securities or notes of the 
employer, and where the concern is a small one and quite possibly 
subject to wide swings in prosperity or adversity. In such instances, 
we doubt that these pension funds give real assurance to employees 
that the pensions to which they are entitled on retirement will ac tually 
be theirs. 

The following discussion between Senator Douglas and Mr. C. 
Canby Balderston, Vice Chairman of the Board of Governors of the 
Federal Reserve System, bears directly upon this point : 

Senator Doveras. Leaving aside the question of profits, 
do you think as a general principle it is sound practice to 
have pension funds invested in stocks of the companies in 
which the men themselves are emploved ? 

Mr. BarprERsTON. As you know, sir, there are some notable 
examples of growth companies where that practice has proven 
exceedingly beneficial to the employees. 

Senator Dovcras. But excluding the profit-sharing plans? 

Mr. BarprnsTON. Yes. 

Senator Doveras. But as to separate pension plans, do 
you think it wise general practice to have the funds invested 
in securities of the same company in which the men have 
jobs? 

Mr. BarprnsTON. In general I do not. First of all, it vio- 
lates the principle of diversification of investments, and sec- 
ondly, it places employee funds that they should be able to 
rely upon in *rainy seasons" in the same company on which 
thev depend for their jobs and livelihoods. 

Senator Doveras. But there is nothing to prevent this 
being done, is there? 

Mr. BarprnsrON. No; it depends on how the instrument 
is drawn. 


There is a certain degree of control exerted over investment of 
pension fund assets in the securities, obligations or property of the 
employer under existing tax provisions. With respect to pension 
plans, the Internal Revenue Service requires that a full disclosure be 
made to it if trust funds are invested in the stock or securities of. or 
loaned to, the employer. Its regulations stipulate that a trust of this 
character, in order to be tax exempt, must be operated as part of a plan 
which is for the exclusive benefit of the employees or their henefici- 
aries. An incidental benefit may also inure to others provided that 
the primary purpose of benefiting employees is maintained. If the 
Internal Revenue Service finds that an investment in the stock or 
securities of, or a loan to, the employer results in the trust not being 
operated for the exclusive benefit of employees or their beneficiaries, 


2t Ibid., pp. 893-894. 
76189—56——5 
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the Service may revoke a prior favorable determination as to the 
qualification of the plan for tax exemptions. 

Our studies in this area have not been sufficiently intensive or exten- 
sive to enable us to arrive at conclusions as to whether legislation 
would be desirable limiting investment of trust funds in the securi- 
ties or obligations of the employer or in property used by the em- 

loyer. However, we certainly believe that for the protection of the 
interests of the beneficiaries such investments should be subject to the 
laws and regulations of the various States and the question of the 
propriety of such investments should be the subject of further study. 
The subcommittee further believes that additional study should be 
given to this issue and that the States should review existing laws 
with respect to trusts with a view to making pension trusts subject 
to the same laws as to investments which apply to other types of 
trusts. 


5. DISCLOSURE INFORMATION ON STATUS OF PENSION PLANS 


It is not the general practice of those in charge of pension plans to 
make information as to the fund's operations available to the 
employees. 

United States Steel's position in origially refusing even to give the 
subcommittee staff access to information regarding its employee pen- 
sion fund portfolio is an excellent example of the attitude of a large 
percentage of employers. Under existing law these companies obtain 
tax concessions in return for welfare and pension plan contributions in 
lieu of wages. The employees work under the understanding that part 
of their compensation 1s in the form of a pension to be received later. 
As Mr. Robert C. Tyson, vice chairman of the finance committee, 
United States Steel Corp., stated at the subcommittee’s hearings: 


The funding of current service cost starts out by recogniz- 
ing that the cost of an employee’s service is greater than the 
amount currently paid to him as wages because, as he works, 
he concurrently establishes a possible claim to a pension. In 
a sense this is a claim to more pay for the same work * * * *? 


It is impossible for the subcommittee to accept the policy of secrecy 
in the management of pension plans even though they may be 
noncontributory. 

Public welfare demands that this policy be discontinued. 

General Motors pension fund aggregated $371 million at the end 
of 1954. | 

United States Steel's pension fund amounted to over $700 million. 

The American Telephone & Telegraph and subsidiaries pension 
funds exceeded $2 billion. 

We cite the above only as cases involving enormous economic power 
and affecting the ultimate security of great numbers of our popula- 
tion. These programs are in part collectively bargained. 

Both General Motors and United States Steel vigorously resisted 
any public disclosure of the details of their pension trust investments, 
the earnings of those investments, market values, costs of securities, 
and accretions to or declines in values. 


22 Ibid., p. 1160. 
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Representatives of General Motors and United States Steel stated 
that a disclosure in detail of their investments would not be in the 
public interest and would be unfair to them. They argued that 
where, through the astuteness of their investment counselors, they 
have found some highly profitable investments, to call attention of 
others to their holding such investments would invite others also to 
make such investments and might impede their investment program. 
They also stated that investors would follow such reports with avid 
interest in order to obtain leads on profitable investments, and that 
investments which might be suitable for a large fund might be unsuit- 
able for an individual with small resources. 

Undoubtedly, those advancing these arguments firmly believe they 
have merit. However, the subcommittee feels that the disclosure 
practices currently required of, and being followed by, others—such 
as universities, investment and insurance companies—amply demon- 
strate that the revealing of such information has no fatal results. 
Harvard University has a total endowment fund of $442 million: 
Yale, one of $214 million; the University of Chicago, $144 million. 
Other colleges and universities also have large endowment funds. 
They give full details of their investments in annual reports which 
are available to the public. Investment companies are required by 
the Investment Company Act of 1940 to publicly disc lose their in- 
vestment operations. Insurance comps nies provide detailed —— \- 
tion on their investments to the departments of insurance in the States 
in which they operate, although these data are not generally available 
to the general public. We do not believe, therefore, that annual pub- 
lication of the investment portfolios of pension funds would be harm 
ful either to the companies concerned or the investing public. 

The attitude that a pension program, even though a noncontributory 
one, is the sole proprietary interest of the e mployer is fallacious. Tax 
laws, court decisions and even the employer's willingness to bargain 
on pension benefits refute the assumption of such arbitrary policies. 

Permitting employees to have information regarding the operations 
of pension funds on which their future secur ity rests does not involve 
*sharing the management" as some corporations evidently fear. 

In the opinion of the subcommittee, disclosure by all pension pro- 
grams of pertinent information relative to their holdings cannot fail 
to have a salutary effect in this field. Pertinent information should 
as a minimum include: (1) listing, by type, all investments including 
those in securities or properties of the tr ustor, with the aggregate cost 
or present value, whichever is the lesser, and the percentage of the 
total fund represented by each type; (2) listing in detail all invest- 
ments in a particular security or property which exceed 5 percent of 
the total amount of the security issued or of the value of the property ; 
and (3) listing in detail all investments or property which represent 
5 percent or more of the holdings of the pension fund. 
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Ill. INADEQUACIES OF FEDERAL AND STATE LAWS 


It has been asserted that welfare and pension funds are adequately 
protected by existing laws and regulations, both on the State and Fed- 
eral level. ‘This isa misconception. 

Within its limits of time and manpower, the subcommittee staff 
undertook to survey the extent of existing legislation regarding wel- 
fare and pension funds at State and Federal levels. 


A. EXISTING FEDERAL CONTROL OF WELFARE AND 
PENSION FUNDS 


In brief, there are two Federal statutes which have some application 
to welfare and pension plans. They are the Labor Management Rela- 
tions Act of 1947! and the Internal Revenue Code of 1954. 

Mr. Rex A. Collings, Jr., Chief of the General Crimes Section of the 
Department of Justice, testified at the July 20, 1955, subcommittee 
hearing relating to the adequacy of the Labor Management Relations 
Act, in part, as follows: 


* * * We have strong doubts that existing Federal legisla- 
tion is adequate to cope with the problem of conserving wel- 
fare and pension funds for the exclusive use of the employee 
beneficiaries. 

Section 302 of the Labor Management Relations Act, 1947 
(29 U. S. C. 186) permits the establishment of welfare and 
pension funds, but does not provide any penalty for their 
maladministration. Section 309, with certain exe eptions, pro- 
hibits payments by an employer to the representatives of his 
employees, and prohibits representatives from receiving such 
payments. One exception is payments to welfare and pension 
funds. Such payments are permitted provided that the funds 
are held in trust for the employees for pensions, medical care, 
unemploymen t benefits, and the like. 

hut there is no requirement that the funds be efficiently 
managed, and no p rrohibition against exorbitant salaries and 
expenses—against milking of a fund by its promoters. Аз 
long as the fund is established in accordance with the statu- 
torv language, there is no specific statute which makes it a 
Federal offense for the managers of the trust to ransack or loot 
the trust corpus. 

* * * * * * * 

No remedy is provided by section 302 for abuse of the trust 
purposes, Unless some other Federal statute is violated, 
abuses must be corrected in State courts, either through civil 
actions um by employees against the trustees for breach 


129 U. S, C. 186 (sec. 302). 





57 





UNIVERSITY OF MICHIGAN LIBRARIES 





WELFARE AND PENSION PLANS INVESTIGATION 


of their duties, or criminal prosecutions for embezzlement or 
misapplication. The parties to the welfare and pension fund 
agreements are private persons. 

* * ж * * ж ж 

* * * Section 302 does not provide a remedy in our opin- 
ion. To go on, you know frauds practiced by one private 
person against another ordinarily are not within the purview 
of Federal statutes. Of course, there are exceptions, for 
example, where there is mail fraud or fraud by wire. Abuses 
of welfare and pension funds may perchance fall within the 
purview of such statutes, but no Federal statute is specifically 
designed to combat such abuses. 

There are other problems inherent in section 302. Section 
302 only prohibits payments by an employer to representatives 
of his employees which do not fall within certain exceptions. 
It does not prohibit payments to others. There is some doubt 
that the section prohibits payments to a board of trustees com- 
posed of representatives both of employer and employees, even 
if not set up for a purpose permitted by the section. 

In a very recent case, United Marine Division v. Essex 
Transportation Co, (216 F. 2d 410), the Court of Appeals for 
the Third Circuit held that trustees of a welfare fund chosen 
half by the employers’ association and half by a union are not 
representatives of the employees within the meaning of sec- 
tion 302. There is an earlier case to the same effect, 2ice-Stir 
Co. v. St. Louis Institute (22 L. R. R. M. 2528, E. D. Mo., 
No. 5787, June 15, 1948). The Government was not a party 
in either of these cases. Nevertheless, they pose a very diflicult 
problem of interpretation of section 302 so as to make it effec- 
tive. If these cases are correct, there is a very serious loophole 
in the law. 

I note that the committee on labor and social security legis- 
lation of the Association of the Bar of the City of New York, 
in a report dated May 19, 1955, has expressed the view that 
these decisions “have to a substantial extent freed welfare 
funds from Federal control since trust funds are not covered 
by the act.” 

Another recent case is also of interest in this connection, 
although it did not involve a welfare and pension fund. In 
United States v. Ryan, decided July 1, 1955, the second cir- 
cuit held that the term “representative” in section 302 means 
an exclusive bargaining representative, and that the officer 
of the union which was the exclusive bargaining representa- 
tive was not a representative within the meaning of section 
302. 

ж ж * * * ж ж 

You have asked how many prosecutions have been instituted 
under section 302 (c) (5). The answer is none. In our 
opinion section 302 (c) (5) is not a penal clause. It does not 
of itself make any act or omission a criminal offense.? 


Section 302 of the Labor Management Relations Act of 1947 pur- 
ports to make illegal and punishable by fine or imprisonment, any 


3 Hearings, pt. 3, pp. 902-904. 
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payment by an employer to a representative of his employees, except 
under certain specified conditions. With respect to welfare and pen- 
sion fund payments which are one of the exceptions, the section re- 
quires an equal employer-employee administration under a written 
agreement with tie-breaking provisions. 

"The act provides for an annual audit of the trust fund “available 
for inspection by interested persons at the principal office of the trust 
fund and at such places as may be designated in the written agree- 
ment; * * *” The history of the act shows that its draftsmen believed 
that disclosure of pertinent information would afford the beneficiaries 
of the funds adequate protection against arbitrary and capricious acts 
of their administrators. It would also provide them with the infor- 
mation they would need to protect their rights in court. But as was 
pointed out in the subeommittee’s first interim report ° this provision 
proved to be inadequate for at least 2 reasons: (1) as a result of the 
act’s failure to specify the information to be included i in the report, 
the usual report is not sufficiently detailed to disclose the nature of 
the fund’s disbursements; and (2) the report usually is not given the 
wide distribution necessary for effective disclosure. 

The act addresses itself to employer payments and delivery of “a 
thing of value” to representatives of his employees. Both the pay- 
ments and delivery of “a thing of value” by the employers and their 
receipt or acceptance by the re presentatives are illegal. The act, how- 

ever, exempts from this prohibition payments m: ade to a trust fund 
for the purpose of providing welfare and pension benefits to the em- 
ployees and their dependents. Thus, as pointed out by Mr. Collings, 
there is no penalty for abuses or maladministration. 

The act deals with jointly managed plans; its scope does not include 
the great percentage of welfare ume, namely, all arrangements 
whereby the employer provides the benefits directly or through an 
insurer and all plans wherein the employer administers the plan. It 
also omits all arrangements whereby the benefits are provided by a 
union as long as the employer does not make a direct payment to the 
union. 

The weaknesses of the act were discussed at some length in the first 
interim report of this subcommittee.* 

The other Federal statute, the Internal Revenue Code, offers no real 
regulation or control of welfare plans and, because it was designed 
primarily for tax purposes, is only effective to a limited extent as 
regards pension plans. The interest of the Internal Revenue Service 
in these plans is limited to their tax aspects. Mr. Harold T. Swartz, 
Director of the Tax Rulings Division of the Internal Revenue Service, 
at a public hearing of the subcommittee on July 20, 1955, stated : 


I would like to emphasize that the principal function of 
the Internal Revenue Service is the collection of Federal 
taxes. There are more than 70 different internal-revenue 
taxes so imposed. "The collection of these taxes involves the 
processing of nearly 95 million tax returns. Obviously, we 

‚ап neither examine nor audit all of these returns. We must 
channel our limited examining manpower to the items which 
are believed to be the most productive e. Accordingly, only 


3 Pp. 31-32, report of January 10, 1955. 
* Ibid., pp. 26-33. 
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a small rortion of our time can be devoted to examining into 
the annual information returns filed by exempt organiza- 
tions. 


Under section 501 (c) (9) of the 1954 Code, voluntary employees' 
beneficiary associations are exempt from taxation after once qualify- 
ing and thereafter filing an annual information return. There is no 
penalty for failure to qualify or file the annual information return 
provided they actually qualify as an exempt organization. Actually 
only a minor percentage of welfare plans have qualified under this 
statute. 

Employer contributions to welfare and pension plans are deductible 
as an ordinary and necessary business expense, under section 162 
(a) (1) of the code which permits reasonable deductions for salaries 
or other compensation for personal services actually rendered. How- 
ever, there are no mathematical or actuarial limitations on welfare 
deductions as there are with regard to funded pension deductions. 

Federal legislation does cover pension plans to a degree in that the 
Internal Revenue Code = 1954 sets up certain requirements that must 
be met before a fund, or payments into it, can gain tax exemption. 
This is covered by — 101 of the code ам h, in general, requires 
that (a) the plan must be for the exclusive benefit of the employees or 
their beneficiaries; (5) no part of the trust fund or the income may 
revert to the employer; and (c) eligibility requirements, contribu- 
tions, and benefits must not discriminate in favor of officers or super- 
visors. 

A plan may lose its tax-exempt qualification if it engages in any of 
a list of “prohibited transactions,’ most of which involve dealings 
between the trustee and the entity which set up the trust that would 
benefit the concern to the detriment of the employees. However, as 
pointed out by Mr. Swartz during his testimony, “it should be under- 
stood that the transactions are not actually forbidden by the revenue 
laws but are ‘prohibited’ only in the sense of being inconsistent with 
continued tax privileges.” It is apparent then that ‘regulation” by 
the Internal Revenue Service does not regulate as such, but merely 
allows certain tax exemptions in return for compliance. Mr. Swartz 
made this position clear when he told the subcommittee, “In seeing 
that the taxes levied by Congress are paid, the Revenue Service does 
not seek to act asa regulatory agency.” © 

There are some 28,000 information returns filed annually which 
include tax-exempt pension, profit-sharing, stock bonus, and annuity 
plans. 

Thus, with the exception of the ineffective sections of the Labor- 
Management Relations Act, 1947, and the Internal Revenue Code, as 
discussed above, there presently exists no Federal statute, regulation, 
or authority which attempts to protect the rights of the beneficiaries 
of welfare and pension plans. 


B. WEAKNESSES OF STATE REGULATION OF WELFARE 
AND PENSION PROGRAMS 


The subcommittee staff undertook a study of the insurance, bank- 
ing, and trust laws of eight States—California, Connecticut, Georgia, 


5 Hearings, nt. 3, p. 847. 
* Ibid., p. 838. 
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Illinois, Massachusetts, Missouri, Pennsylvania, and Texas—to deter- 
mine the extent to which welfare funds are regulated by State 
authority. These States were selected because of diversified industry, 
degree of unionization, and insurance activity. The detailed results 
of that study are contained in the first interim report of the subcom- 
mittee. In summary, the report states: 


With the exception of California and Massachusetts, where 
attempts have been made to regulate the activities of some 
types of pension associations, there is no indication that the 
States have thus far concerned themselves with the problem 
of the regulation of welfare and pension trust funds as sepa- 
rate legal entities.’ 

Since that report, New York and Washington have enacted legisla- 
tion giving to the commissioner of insurance power to inspect all 
trusteed welfare and pension funds. Specifically excluded funds 
wherein a bank is trustee. Also excluded are plans in which there is 
no settlor-trustee relationship, but merely direct payment by the em- 
ployer of the benelits. New York, in 1955, attempted to enact legis- 
lation regulating certain types of welfare funds, but this bill was 
vetoed. A bill embodying the principle of disclosure and applying to 
certain types of welfare plans was passed in the present session of the 
New York State Legislature, but has not been acted upon by the 
Governor. 

In 1954 the Chamber of Commerce of the United States sent a ques- 
tionnaire to the insurance commissioner of each State on the extent 
of regulation of welfare funds or insurance programs administered 
by a union or an employer. The various replies of the States were 

tabulated in a report of the chamber dated September 15, 1954, which 
indicates that almost without exception the States do not regulate the 
administration of these programs. 

The States have legislation, regulation, and control in the general 
field of insurance which pertain to regular insurance companies and, 
of course, a large percentage of welfare plans are commercially in- 
sured. There has been little effort to regulate self-insured welfare 
programs. 

Regulation of insurance is an area almost entirely dominated by the 
States. The extent is clearly determinable by reference to three 
important legal landmarks. 

In 1869, the Supreme Court held that “issuing a polic: y of insurance 
is not a transaction of commerce" (Paul v. Virginia, 8 Wall. 168, 183 
This “hands off” doctrine prevailed for 75 years until 1944 when the 
Court, in United States v. Southeastern Underwriters Assn, (322 U.S 
533), overruled the Paul case and in connection with an antitrust 
action held that interstate insurance contracts are subject to Federal 
legislation. Apparently as a result of this decision, many insurance 
companies questioned the authority of the State departments to regu- 
late while others refused outright to comply with State regulations.* 


7 P. 34, report of January 10, 1955. 

вж * * Already many insurance companies have refused, while others have threatened 
refusal, to comply with State tax laws, as well as with other State regulations, on the 
ground that to do so, when such laws may subsequently be held unconstitutional in keeping 
with the precedent-smashing decision in the Southeastern Underwriters case, will subject 
insurance executives to both civil and criminal actions for misappropriation of company 
funds” (H. Rept. No. 1438, Feb, 18, 1945, accompanying Public Law 15; 1945, О. 8. С. 
Cong. Serv. 671). 
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Congress, the following year, passed Public Law 15, 79th Congress 
(1945)? which removed existing doubts as to the right of the States 
to (a) regulate and tax the business of insurance, and (5) secure more 
adequate regulation of such business. 

In 1955 the district attorney of New York County attempted to 
prosecute a welfare trustee, Sol Cilento of the Distillery Workers, for 
misuse of welfare funds, the indictment alleging almost $300,000 in 
kickbacks of welfare funds to the trustee and 2 notorious underworld 
figures. ‘The indictments were reluctantly dismissed, the trial judge 
stating, “Unfortunately, a trustee of a union welfare fund, except 
when he commits larceny, is not chargeable with a crime for violating 
his trust even though he simultaneously be an oflicer of the union.” 
He urged the enactment of laws to punish such “morally reprehensible 
and ethically indefensible acts.” ” 

In general, the State laws relate to certain technical matters such 
as the definition of “group insurance,” minimum number of persons 
іп а group, etc. The law of New York State is the most comprehensive 
of the various State laws. It is important because of its far-reaching 
influence. The importance of New York State as an industrial, com- 
mercial, and financial center makes it highly desirable for an insurance 
carrier to do business in that State. In order to do so an insurance 
company, regardless of the location of its home office, must conform 
to the New York State regulations. This applies not only to its New 
York business but to all of its business—anywhere in the country. 
The State of New York holds that the manner in which an insurance 
company does business anywhere affects its policyholders in New York 
State. Thus, a company’s business anywhere in the United States 
must meet New York State standards. In effect, New York State 


® “The Congress hereby declares that the continued regulation and taxation by the several 
States of the business of insurance is in the public interest, and that silence on the part of 
Congress shall not be construed to impose any barrier to the regulation or taxation of such 
business by the several States. 

“Sec. 2. (a) The business of insurance, and every person engaged therein, shall be sub- 
ject to the laws of the several States which relate to the regulation or taxation of such 
usiness. 

**(b) No Act of Congress shall be construed to invalidate, impair, or supersede any law 
enacted by any State for the purpose of regulating the business of insurance or which 
imposes a fee or tax upon such business, unless such act specifically relates to the business 
of insurance: Provided, That after January 1, 1948, the Act of July 2, 1890, as amended, 
known as the Sherman Act,* and the Act of October 15, 1914, as amended, known as the 
Clayton Act," and the Act of September 26, 1914, known as the Federal Trade Commission 
Act, as amended,^ shall be applicable to the business of insurance to the extent that such 
business is not regulated by State law. 

"SEC. 3. (a) Until January 1, 1948, the Act of July 2, 1890, as amended, known as the 
Sherman Act,“ and the Act of October 15, 1914, as amended, known as the Clayton Act,^ 
and the Act of September 26, 1914, known as the Federal Trade Commission Aet, as 
amended,^ and the Act of June 19, 1936, known as the Robinson-Patman Antidiscrimina- 
tion Act. shall not apply to the business of insurance ог to acts in the conduct thereof. 

“(b) Nothing contained in this Act shall render the said Sherman Act inapplicable to 
any agreement to boycott, coerce, or intimidate, or act of boycott, coercion, or intimidation. 

“Sec. 4. Nothing contained in this Act shall be construed to affect in any manner the 
application to the business of insurance of the Act of July 5, 1935, as amended known as 
the National Labor Relations Act,* or the Act of June 25, 1938, as amended, known as the 
Fair Labor Standards Act of 1938,/ or the Act of June 5, 1920, known as the Merchant 
Marine Act, 1920.9? 

“Sec. 5. As used in this Act, the term ‘State’ includes the several States, Alaska, Hawaii, 
Puerto Rico, and the District of Columbia. 

“Sec. 6. If any provision of this Act, or the application of such provision to any person 
or circumstances, shall be held invalid, the remainder of the Act, and the application of 
such provision to persons or circumstances other than those as to which it is held invalid, 
shall not be affected. 

“Approved March 9, 1945.” 

{ 3. C. A, secs. 1-7, 15, note. 
. C. A., sec. 12 et seq. 
S. C. A., secs. 41-51. 
. C. A., secs. 13, 13a, 18b, 21а. 
. C. A., sec. 151 et seq. 
. C. A., sec. 201 et seq. 
. C. A., sec. 861 et seq. 


19 People v. Cilento, 143 N. Y. S. 2d 705. 
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regulates the insurance industry of the United States insofar as it is 
conducted by companies doing business in New York State." Some 
of the industrial States, such as Illinois, have no legislation applying 
specifically to group insurance, In br ief, New York State insurance 
regulations include— 


(a) Filing of specimen copies of insurance contracts and 
certificates ; 

(b) Filing of schedules of commissions and of administration 
fees, since 1955; 

(c) The use of a standard premium rate on life insurance for 
the first year; 

(d) Adherence to rates filed with the State department of in- 
surance for the first year on accident and health insurance; 

(e) Charging of commissions on every case; 

| P) Commissions to be р: ud only to licensed : agents and broke TS; 

) Service fees to be paid only to persons who perform func- 

Gone pw would otherwise be performed by insurance carriers, 
and 

(A) Uniform treatment of policyholders. 


In spite of these regulations, the subcommittee has found that even 
with respect to group insurance purchased in New York State, there 
were instances in which commissions and fees were high enough to 
permit splitting them among various individuals. It found that in 
many cases, commissions were split with persons who were not licensed 
agents or brokers but who were, in fact, in a position to dictate which 
agent and insurance carrier would get the business. It found in- 
stances in which administration fees were paid to individuals who 
performed no work in connection with the administration of the 
plans. It found, with respect to insurance company retentions, that 
equal treatment was not afforded the policyholders. It found that 
with respect to agents E: carriers domiciled outside the State re- 
course, beyond that of canceling their licenses, was most difficult. 
Other instances of irregularity and abuse found by the subcommittee 
indicate that some of the States charter insurance companies and 
license agents and brokers with little investigation of their reputations. 
For example, the manner in which the control of American Conti- 
nental Life Insurance Co. of Chicago was transferred to the Inciso 
group, leaves much to be desired. 

Of necessity, any discussion of State controls of pension funds 
requires an understanding of certain principles of trust law. Obvi- 
ously a lengthy discussion of this subject cannot be undertaken in this 
report. Briefly, insofar as pensions are concerned, a trust arises by 
express agreement between the grantor or settlor (usually manage- 
ment) and the trustee, whereby the trustee invests the funds deposited 
with him for the benefit of the intended beneficiaries. It is a contract 
between private persons and, thus, the remedies are those of normal 
private contract litigation—an action for an accounting or for specific 
performance. Except in the rare case where larceny or embezzlement 
is committed, criminal laws are inoperative. 


u The extent to which New York State regulates insurance companies domiciled in other 
States is illustrated by a recent ruling of the attorney general of New York State in which 
he ruled that the Connecticut General Life Insurance Co. of Hartford, Conn., cannot buy 
control of the National Fire Insurance Co., also of Hartford. without losing its New York 
license (reported in the National Underwriter, Jan. 26, 1956, p. 3, “New York Says Life 
Insurer Can't Own Fire Company"). 
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The subcommittee in its first interim report discussed the rights 
and remedies of beneficiaries of trusts established to administer wel- 
fare and pension plans. As copies of that report are no longer avail- 
го and the discussion is deemed sufficiently important, it 1s set out 

elow: 


* * * In the leading case of Van Horn v. Lewis (79 Е. 
Supp. 541), the welfare and retirement fund of the United 
Mine Workers was held to be in the nature of a beneficial 
charitable trust. It has been said that health and welfare 
trusts which are the result of collective-bargaining agree- 
ments may properly be classified as charitable trusts 1nas- 
much as they : are for social betterment as against private gain 
and they are of such size and the membership qualifications 
are so broad that the trust provides substantial benefits of a 
charitable nature to the community in general? Ifit may be 
assumed that welfare and pension trusts arising out of collec- 
tive bargaining are, in fact, in the nature of beneficial chari- 

table trusts, then enforcement of the rights of the beneficiaries 
has been a responsibility of the State since 1601 when the 
Statute of Charitable Uses was enacted by Parliament (43 
Eliz., ch. 4). Some States have provided by statute that an 
action may be brought by the attorney general upon his own 
information or upon the complaint of any interested party 
(which would include a beneficiary or beneficiaries) for the 
enforcement of a charitable trust. Thus, in Wisconsin, it is 
provided that if the attorney general refuses to act, a speci- 
fied number of “interested parties” may bring an action in 
the name of the State on their own complaint.’ In addition, 
several States have statutes giving the attorney general or 
other State agencies the authority to require financial data 
and otherwise exercise supervision over charitable trusts.™ 

The power, however, is not exclusively vested in the attor- 
ney general of the State. It is generally held that a person 
who has a special interest in the performance of a charitable 
trust can bring an action for its enforcement.” 

While the States already have ample authority to act 
through their attorneys general following the commission of 
a breach of trust or the commission of any act of malfeasance 
in the administering of trust funds located within the State, 
there is a definite and growing trend toward the enactment 
of legislation at the State level which would set up adminis- 
trative controls to prevent abuses by trustees and administra- 
tors of charitable trusts.!* 

Federal courts also have warned that abuses in the adminis- 
tration of health and welfare funds will not be tolerated : 

*The burdening of the fund with undue administrative ex- 
penses or lush salaries for union officials will not be tolerated ; 


®See Bogert, Trusts and Trustees. vol. 2A, p. 20 and also w Union Pacific Railroad 
Company v. Artist, 60 Fed. 365: Guilford v. Arthur, 158 11. 600, М. Е. 1009. 

19 Wisconsin Laws, 1945. ch. 458, p. 822 

ucf. New Hampshire Revised Laws. 1942, ch. 24, sec. 18A-13N, as amended; Rhode 
Island Laws, 1950, ch. 2617, as amended by laws 1951, ch. 2852; Massachusetts General 
Laws, ch. 217, sec. 19, as amended. 

12 See Scott, Trusts, p. 2054. 

18 See Bogert, Proposed Legislation Regarding State Supervision of Charities, 52 Micht- 
gan Law Review 633 (March 1954). 
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excessive restrictions, either in the insurance policies or in the 
bylaws and regulations, or the providing of small benefits to 
the employee members in proportion to the amount contrib- 
uted by the employee parties or the premiums paid, taking 
into consideration the risk involved, will cause more than a 
lifting of the eyebrows (Upholsterers International Union v. 
Leathercraft Furniture Company, (1949) Dx GC. E. D. Pa., 89 
F. Supp. 570)." 

As to the liability of trustees of health and welfare funds, 
the court in this case also said : 

* As seen in United Garment Workers of America v. Jacob 
Reed's Sons, et al. (D. C. E. D., Pa., 83 F. Supp. 49), at page 
52: ‘The court considers such funds as rather sacred, and it is 
the purpose of the law that they be available when due under 
the contract.) Therefore, whenever the trustees use, or at- 
tempt to use, directly or indirectly, the fund for a purpose 
other than for the sole and exclusive benefit of the employee 
members, this court, when called upon, will enjoin the trustees 
from making the improper expenditure * * *, A provision 
in the bylaws or regulations denying the employee members 
the right to resort to the courts to protect their beneficial 
interest in the fund is of no legal effect.” 

Two recent cases indicate that the courts will look with 
favor upon the petition of a beneficiary even though his right 
to benefits has not vested. For example, in the case of Bednar 
V. Unit 4 Mine Worki PS We јат and ће tire ment Fund. et al. 
(DC, D. of C. (1953) ; 25 CCH Labor Cases, 68,352), a miner 
otherwise qualified was denied a pension by the fund’s board 
of trustees because he had failed to work the last 2 days 
(March 29 and 30, 1946) of the eligibility period. Asa result 
of a strike the mine then was shut down for 2 months. The 
miner did report again for work on June 3, 1946, after opera- 
tions at the mine had been resumed, but was told that he could 
not be employed because of his age. He had received a check 
dated March 28, 1946, representing his pay for the period 
ending on that day, which was the last day he actually worked. 
The defense contended that the check was proof that the 
miner’s employment had been severed on that date. The court 
held that the miner was entitled to a pension and that he was 
employed on a date subsequent to May 28, 1946, pointing out 
that it was through no fault of his that he was unable to 
work during the period of the shutdown. The court said, 
“The court is not willing to make a determination that a 
miner who has worked more than 20 years in the mining 
industry, and who for 9 days does not work is to be deprived 
of his pension rights because of failure to work on those 2 
davs.” The court further refused to accept the defense’s 


contention that because the miner received his last check on 
March 28, 1946, that was sufficient ground for holding that his 
employment with the industry had been severed on that ‹ ate. 

Similarly, in the case of Forrish v. А ennedy (Pa.; 1954 
Sup. Ct.; 105 A. (2d) 67; 25 CCH Labor Cases, 68, 434) 1t 
was held that the trustees of a pension fund could not deny 
a pension to a coal miner who satisffied the eligibility require- 
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ments except for violation of the union's constitution which 
rohibits members of the union from engaging in the sale of 
intoxicating liquors. In 1909 the plaintiff in the case be- 

came a member of the United Miner Workers Union and 
maintained that membership by paying all dues and assess- 
ments until his retirement. From 1947 to 1950, he ran a 
restaurant and bar where intoxicating liquor was sold. The 
officers of his local union had full knowledge of his activities, 
but continued to accept his payments of dues and assessments. 
The trust agreement under which the trustees operated pro- 
vided that the trustees would have full authority on questions 
of eligibility for benefits. They adopted a rule that member- 
ship in good standing in the union, which was a condition 
prec edent to eligibility for benefits, must be certified in 
each case by the local and district union officers. It also pro- 
vided that the international union was to have final say on 
all membership matters. After the plaintiff had became 60 
years of age, an injury caused his retirement and he applied 
for a pension. The local union certified his membership in 
the union, which was confirmed by the district. However, 
the trustees refused to pay the plaintiff the pension, having 
determined in their own discretion that he was not a member 
of the union in good standing when he applied for his pension 
because of his having engaged in the sale of intoxicating 
liquor. 

The court, in granting the plaintiffs petition, held that 
since the purpose of the trust was to provide, among other 
things, pensions on retirement and that the plaintiff had met 
all the requirements, including certification of membership in 
the union, he could not be denied a pension by the trustees. 
The court said that the purposes of a trust cannot be frus- 
trated at the whim and caprice of the trustees and that courts 
of equity can always intervene to control such an unreason- 
able exercise of discretion. 

It would thus appear that beneficiaries of welfare and pen- 
sion trust funds established through collective bargaining 
have a means of protecting their 1 ights and interests through 
the courts. However, as a practical matter, it is doubtful 
whether the beneficiaries are aware of the remedies so af- 
forded or whether they are in any position to pursue a course 
of action to effectuate those remedies. If the trust intrument 
denies to the beneficiaries any right, title, or interest in or to 
the funds of the trust and if a beneficiary’s rights remain 
potential rather than vested, a question immediately arises 
as to whether or not such beneficiary would have any standing 
in court. The very fact that there is a scare ity of case law 
involving the rights and remedies of beneficiaries of employee 
welfare and pension trust funds under either Federal or State 
law, is reason enough to doubt the effectiveness of available 
legal remedies. 

It is a valid conclusion that the beneficiaries of these wel- 
fare and pension funds are confronted with definite problems 
in getting into court and successfully pleading a cause of 
action. Asa practical matter, an employee-beneficiary will 
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probably think twice before agreeing to undergo the cost and 
risk of a suit which constitutes a challenge both to the power 
and authority of a board of trustees (which can grant or 
withhold benefits) and, in most cases, to the power and au- 
thority of his own union's leadership. 

It is the consensus of the subcommittee that current State 
insurance, investment, and trust laws, in their general appli- 

‘ation, do not afford the means for effective regulation of 
private employee welfare and pension funds as separate and 
distinct legal entities. Furthermore, we are by no means 
sure that the legal rights and remedies available to the bene- 
fieiaries are, in themselves, fully adequate to protect their 
interests. It is our belief that the conservation of the funds 
and the protection of the rights and interests of the benefici- 
aries can be best assured not so much by resort to legal 
remedies, but through strengthening administrative controls 
both at the State and Nationallevels * * *.: 


The application of well-established doctrines of trust law to the field 
of employee benefit trust funds is a most difficult task. To an ever- 
increasing extent these funds are leaving the realm of usually under- 
stood trust principles and are posing an entirely new concept for deal- 
ing with property that has no parallel elsewhere in the law. In the 
majority of pension plans, there is no vesting and the intended bene- 
ficiaries at any given time consist of a varying number of employees 
who ultimately may, or may not, retire on pension. Thus, unless he 
has a vested interest, or until he actually retires and fails to receive 
his pension check, an employee has no legal status to demand any- 
thing of a trustee. 

Another shortcoming of present pension trust understanding, bot- 
tomed on the same principle, is the unav ailability to the employee of 
sufficient factual data to commence a lawsuit. Even before consider- 
ing suit, one must be armed with somewhat more than suspicion. 
There must be some knowledge, no matter how vague, that the trustee 
acted improperly in accordance with the trust agreement. But the 
employee cannot get this information. Under the usual pension trust 
agreement only the settlor receives a copy of the trustees’ report 
wherein would lie the basis for any possible legal action. The em- 
ployee is excluded from receiving these data, notwithstanding the fact 
that he has more real interest in conserving the assets than has the 
зе ог. The money is paid into the fund in return for his labor. 
He and his beneficiaries stand to suffer the loss if the funds are not 
available years hence, when he retires. A plan might be the subject 
of improper manipulation and dissipation for years, but as long as 
his checks come, the employee is powerless to hold rein over the dis- 
position of the funds. Failure to disclose does violence to the very 
principle of funding, which is the heart of any sound plan. 

Many of the rules applicable to conventional trusts are meaning- 
less as to employee benefit trust funds. The settlor of the trust and 
the administrator are often the same person, in the corporate sense. 
The principal officers of the settlor corporation make up the “pension 


1? Interim Report, January 10, 1955, pp. 36-59. 
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committee," which, under the terms of the trust agreement, actually 


controls the disposition of the trust funds. As the administrator or 
trustee (not to be confused with a corporate trustee) in effect re- 
ports only to himself, there is no one to say he acted imprudently. 

The logical conclusion is that present statutes are wholly inade- 
quate and that there is no legislation at either the Federal or State 
level that will adequately safeguard these welfare and pension funds 
or the equities of their intended beneficiaries. 








IV. NEED FOR FEDERAL LEGISLATION 


Welfare and pension plans have mushroomed into a factor of major 
economic importance. Abuses, problems and weaknesses have hamp- 
ered their effectiveness and will increasingly continue to plague them 
funder the present lack of regulation. It is clear that in order to 
protect adequately the beneficiaries of these programs some action 
must be taken. 

The major problem, the subcommittee has concluded from its studies 
and investigations, is one of assuring the immediate and long-range 
stability of private pension and welfare programs. As shocking as 
the cases of dishonesty and fund looting have been, and great as the 
need is to bring them under control, the greater objective is the pro- 
mulgation of sound standards to assure most effectively the maximum 
usefulness and safety of these programs in order that they may better 
withstand the contingencies against which they were established. The 
breakdown of any significant part of either the pension or the welfare 
programs could, and undoubtedly would, amount to a major setback 
to our economy. 

Poor management, no matter how well-intended, bad investments, 
lack of preparation for emergency conditions, or lack of managerial 
skill, can work as much damage to these programs as flagrant dis- 
honesty. The overall need is for these programs to be carefully and 
wisely managed with the minimum of detailed regulation. Subsidi- 
ary to that need is the requirement that there be severe legal penalties 
applic: able to the dishonest. 


THE ALTERNATIVES 


One alternative which has been suggested is that the Congress wait 
for the States to act in this field. The States, with a few exceptions, 
have not taken action. Can it be taken for granted that they will act? 
Or that they would act uniformly? Or that in every case the action 
would be effective? In many of these programs, the employers, unions, 
and insurance firms operate across State lines. The abuses and prob- 
lems discovered cut across the broad pattern of business-labor rela- 
tions, and across State borders. 

Business firms are given a Federal tax credit for their contributions 
to these programs and, in producing goods or services, almost uni- 
versally employ the facilities of interstate commerce. Collective bar- 
gaining agreements may involve firms or plans in several States. 
Organized labor is recognized as being of interstate and national 
composition. 

To propose purely State action is to suggest that a problem of na- 
tional scope be chopped into 48 sections, to be treated as each State legis- 
lature may dispose. Public interest directs that such a serious prob- 
lem not be treated in a piecemeal fashion. 
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Another proposal suggests the requirement of regular auditing and 
reporting to the beneficiaries, but no reporting to a Federal agency. 
This approach appears inadequate to take care of the many problems 
posed. 

Another suggestion has been made that Congress enact legislation 
for complete regulation of these programs at the Federal level. 
Obviously, this w vould i impose a staggering load upon the Government 
and, upon the basis of investigation to d: ite, the necessity for it has 
not been proved. 

Ills and dangers which are demonstrably an element in present 
welfare programs can be lessened without detailed Federal regulation 
beyond the point which we propose. 

The subcommittee proposes a Federal disclosure act. "This is a 
moderate and sound approach. It leaves room for the States to take 
whatever additional action they may find necessary, without creating 
an area of conflict between the Federal and State jurisdictions. It 
should not interfere with State statutes regulating insurance companies 
and banks, the laws on trusts, or other such matters. 

Тће subcommittee has come to its decision in favor of disclosure with 
considerable reluctance. However, no other decision is possible in the 
light of the evidence before us. 

It is recognized that reporting will place an additional burden upon 
many corporations and unions. But, we believe that as the absolute 
minimum, such reports are necessary for the protection of the bene- 
ficiaries. We believe that the necessity for preparing such reports 
and furnishing annual audits will lead to more careful accounting 
systems, better management of the programs, sounder investments, 
more responsible trusteeship, and active interest on the part of employ- 
ers and employees, and, in conjunction with criminal sanctions im- 
posed, will deter dishonesty. 

The Government grants a tax credit for employer contributions to 
these programs; it has a right to require that reports be rendered, 
showing in reasonable detail their stew ardship. To grant tax credits 
for money that is placed in these programs which then, because of in- 
adequate regulation, is squandered, embezzled, sunk in extreme risks, or 
otherwise lost to the beneficiaries, is foolish policy. An estimated $6.5 
billion of annual contributions to these programs demands Federal 
attention. 

Certain penalties which we propose for willful embezzlement, con- 
version, false reporting, failure to file reports, or resistance to field 
investigations through the withholding or destruction of records, are 
moderately severe, ‘Legislation must be made effective. 

In addition, a disclosure act should spell out in detail what plans 
should be required to register, what plans should be required to re- 
port and disclose, and to whom, because an administrative agency 
should not be burdened nor vested with such discretion. 

The administrative agency chosen to enforce this act should make 
a continuing study of the reports and the problems as disclosed by 
them. This study should be exhaustive, proceeding from the point 
at which the subcommittee has terminated its inquiry. Prior to the 
termination of the act, and based upon its studies and 2 years’ experi- 
ence with disclosure, it should make a comprehensive report to the 
Congress, outlining its findings, its evaluation of the act, and its recom- 
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mendations with respect to the continuance, simplification or broaden- 
ing of legislation. 

It is our desire to make the disclosure act an effective instrument 
to safeguard these vast programs, but at the same time to make it the 
least burdensome possible. We believe that with accurate and ade- 
quate accounting, the annual audit, and an open-faced exchange of 
information between the beneficiaries involved and others participat- 
ing in the programs, the burden within a year of the enactment of the 
act will prove to be very reasonable and the security given the bene- 
ficiaries will be greatly enhanced. 

We believe that business, unions, insurance T banks, and 
the tens of millions of beneficiaries, as well as the Nation generally, 
will applaud and support this reasonable objective. We believe also 
that once they have undertaken the proposed program, no group would 
willingly forego its salutary effects. 


B. REGISTRATION, REPORTING, AND DISCLOSURE 


The subcommittee recommends the enactment of a 3-year Federal 
registration, reporting, and disclosure act which would be applicable 
to all types of employee welfare and pension benefit plans. 


1. REGISTRATION 


ae 
more employees should register with a Federal administrative agency 
within 90 days of the enactment of this act or the establishment of 
plans subsequent thereto. This registration should furnish identify- 
ing information—namely, size and type of plan, whether or not col- 
lectively bargained, etc.—as prescribed by the act and the regulations 
of the agency. 


All in coi welfare and pension benefit plans covering 25 or 


2. REPORTING AND DISCLOSURE 
(A) WHO SHALL FILE REPORTS? 


(1) The subcommittee believes and recommends that reports be 
required of all private employers who employ 100 or more persons, 
and who have an employee welfare or pension program, or both. 
These plans cover the largest percentage of employees, by far; the 
moneys contributed by management to these plans are considered in 
the nature of employees’ compensation, are exempted from taxa- 
tion, and it is the exception rather than the rule for any accounting 
to be made to the employees. 

Data from the old-age and survivors insurance program indicate that 
in first quarter 1953 there were some 82,000 employers with 50 or more 
employees and approximately 38,000 employers with 100 or more 
employees. The subcommittee estimates that about 30,000 reports 
would be filed under this requirement, and that the remainder would 
either be without programs, or included in multiemployer reports. 

This volume of reports is a manageable one for an administering 
agency. It would cover the most important segments of business. It 
would relieve the smallest employers of the burden of reports; and it 
would not swamp the administrative agency with an impossible task. 

Should reports be required of all employers having eight or more 
employees, according to OASI figures there could “conceivably be 
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554,000 reports filed annually. Should reports be required of those 
having 20 or more employees, the number could go to 211,000. Until 
experience proves otherwise, such a volume would be too burdensome 
an operation. 

(2) The subcommittee recommends that reports be required of all 
jointly managed plans, both welfare and pension programs, which 
include 100 or more employees. While the best statistics available 
indicate that there would possibly be only some 1,500 welfare reports 
in this category, and some 200 pension reports—in neither case a large 
figure—the import: ince and growing scope of such jointly managed 
progr ams require that they report. 

) Wholly union-administered plans covering 100 or more em 
С members should also file reports. The evidence discloses mis- 
management and corruption in some of these programs. It is esti- 
mated that probably 100 welfare-fund reports and 50 pension reports 
would initially be made pursuant to this requirement. 

(4) Employee welfare and pension plans which include less than 
100 employees but which in fact are operated or administered on some 
common basis with other plans (namely, common officers or admin 
istrators, union bargaining representatives, or employers, ete.) and 
which together include in the aggregate 100 or more e mployees, should 
also be required to report and disclose. 

These requirements would call for an estimated total of between 
30,000 and 40,000 annual reports. 

Under the formula proposed above, many otherwise vexing problems 
are eliminated. Voluntary associations of individuals, such as lodges, 
etc., would not be required to report. The subcommittee can see no 
necessity for their reporting. 

While small independent plans would not be required to comply 
with the reporting provisions of the act, they should be required to 
register and give the essential details relative to their plans. How 
ever, the administrative agency should have discretion to require re- 
porting and disclosure by a particular plan or plans covering between 
25 and 100 employees on an annual basis, or less frequently, and to 
require compliance with other provisions of the act when, in the opin- 
ion of the agency, such action is deemed necessary to accomplish the 
objectives of the act. 


(B) WHEN SHOULD REPORT BE MADE? 


It is recommended with respect to insured plans that an annual 
report be filed within 120 days after the anniversary date of the policy. 
With respect to noninsured plans, the report should be filed 120 days 
after the end of the fiscal year of the plan but not later than April 1 
of each year if the plan or fund is on a calendar-year basis. This 
should permit an orderly flow of reports, but the : administrative agency 
should have the discretion of varying the date for filing an annual 
report, if this is deemed necessary. 


(C) WHAT INFORMATION SHOULD BE REPORTED? 


It is our conclusion that reports prescribed by the administrative 
agency should include at least the following : 

(1) The name, address, and description of the plan or program in- 
cluding type of plan and (у pe of administration ; schedule of benefits: 
copies of plan or trust agreement; names and addresses of all trustees 
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' administrators, and their official positions as employer, employee or 
~ representatives; and names and addresses of all employers or 
unions participating in the plan. 

(2) As this is a report, information in which would ultimately be 
for the beneficiaries, it would be meaningless unless it were based upon 
a comprehensive audit of the financial position and the operations of 
the plan by an independent public accountant in accordance with 
accepted standards of auditing. 

The report should at least include a detailed statement of financial 
position, receipts, expenses, benefits, and reserves; the amount contrib- 
uted by the employer and the number of employees covered; the 
amount contributed by the employees; and, with the exception of 
clerical employees, the salaries and fees paid by the plan or fund, to 
whom paid and in what amount and for what purposes. 

If a commercial insurance carrier is involved, the premium rate and 
the total premium charges should be included, as well as the number 
of persons covered ; tot: ıl claims, dividends, commissions, fees, and re- 
tentions; the names and addresses of brokers or agents, or others to 
whom commissions or fees were paid; the amount paid to each and 
the services rendered for this compensation. 

The insurance company should be required to furnish to each em- 
ployer plan or fund, within 90 days after the end of each policy year, 
a statement which will provide the information needed for the report. 

If the pe in is self-insured or if an agency other than a commercial 
insurance carrier is employed, a financial statement of the employer 
plan, fund, or agency should be required. 

Details relative to the manner in which reserves of welfare plans 
are held or invested should be reported as recommended under (3) (b) 
below. 

(3) In addition, pension plans and funds of whatever type required 

to report, should file the following: 


(a) If the plan is funded—a trusteed type of plan—reports 
should include the type and approved basis of funding, total 
contributions during the period covered by the report, broken 
down between employer and employees, current and past service 
liability, actuarial assumptions and number of employees cov- 
ered, both retired and nonretired. 

If a pension plan takes the form of a group annuity policy 
with a commercial insurance carrier or a deposit-administration- 
type plan, the same information should be filed. In addition, 
data with respect to all reserves accumulated under the plan 
should be included. 

(b) The trusteed type plan should also provide a summary 
statement of reserves and investments, broken down by type of 
investment, such as common stock, preferred stock, Government 
securities, and so forth, giving the aggregate cost of each type of 
security or property or the present value, whichever is lower, as 
well as the percentage of the total fund represented by such type 
of security or property. 

All investments in securities or properties of the trustor and all 
parties in interest should be listed in detail, giving information as 
to cost, present value, and percentage of total fund. 

All investments in a particular security or property exceeding 
5 percent of the fund should be listed in the same detail. 
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(c) If an unfunded plan, the report should include the tota 
amount paid to retired employees during the period covered by 
the report, the number of employees retired, details of any bal- 
ance-sheet reserves set up, any available actuarial evaluations, 
liabilities imposed by contract, and a financial statement of the 
company or employer as of the last fiscal year. 

(d) The administrative agency should have the authority to 
obtain any other appropriate information it requires in order 
to properly administer the act. 


(D) HOW SHOULD REPORTS AND DISCLOSURE BE MADE? 


The financial details of all reports should be certified to by an 
approved independent public accountant. If the plan is trusteed, 
the report should be attested to by the trustees; if a union-admin- 
istered plan, by the president and treasurer of the union; if a jointly 
administered plan, by the joint trustees; and if unilaterally admin- 
istered by the employer, by a principal officer of the employer. 

We recommend that, in addition to being filed with the Federal 
agency and being made available for examination by interested par- 
ties both at the principal offices of the plan and at public document 
rooms of the Federal agency, the annual report or a summary thereof 
as prescribed by the agency shall be furnished to the beneficiaries of 
the plan or fund by personal delivery or mail. 

The Federal agency to which reports should be made should have 
the authority to require whatever further distribution is deemed neces- 
sary or desirable. 


3. ТО WHAT FEDERAL AGENCY SHOULD REPORTS BE MADE? 


The Department of Health, Education, and Welfare, the Internal 
Revenue Service, the Department of Labor, and the Securities and 
Exchange Commission have been suggested as agencies for the admin- 
istration of a disclosure act. It has also been suggested that an in- 
dependent agency be created. 

The Department of Health, Education, and Welfare administers 
the Government’s old age and survivors insurance program the objec- 
tives of which bear a close relationship to private employee welfare 
and pension programs. However, it performs relatively few admin- 
istrative or enforcement duties other than recordkeeping and payment 
of social-security claims, since the Internal Revenue Service collects 
the payments under this system. Under existing law, the Depart- 
ment conducts studies, analyses and statistical surveys on which thou- 
sands of employers rely in formulating their programs. It also has 
an actuarial staff, a decided asset to any administrative agency of a 
disclosure act. It has the know-how to analyze the objectives of 
group insurance, pensions, and medical-care programs. It has un- 
doubtedly given much thought to ways and means of providing such 
benefits to workers and their dependents. It is objective, having no 
interest in organized labor or management, as such. It has admin 
istrative facilities throughout the country. However, it has had no 
experience in the administration and enforcement of a disclosure 
statute. 

The Internal Revenue Service has jurisdiction over the tax deduc- 
tions allowed employers in превод their plans, and for tax and other 
purposes qualifies pension plans. It also has a complete enforcement 
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system. However, this agency is the very opposite of a disclosure 
agency; its primary function is to administer the tax laws. It is 
specifically precluded from disclosure of data with respect to any 
individual taxpayer, nor under existing law is it concerned, except 
incidentally, with the actuarial soundness of any program it qualifies 
for tax exemption. 

The Department of Labor is intimately concerned with collective 
bargaining and management-labor relationships i in the broad field of 
private enterprise. It maintains regional investigation branches and 
enforces the Wage and Hour Act. It has developed advanced study 
and survey techniques through the Bureau of Labor Statistics, al- 
though in the main of a quantitative nature. The department has not 
had material experience in the enforcement of a disclosure statute. 

The Securities and Exchange Commission is the only Govern- 
ment agency with a long period of successful administration of dis- 
closure statutes. It is an independent agency. Its existing tested 
administrative machinery is particularly ad: apted to the area of ad- 
ministration of disclosure, factfinding, detecting frauds, and irregu- 
larities in complicated financial operations. It is a relatively small 
agency, but has a core of 500 or 600 trained analysts, lawyers, and 
investigators of long experience in complicated financial an: ilysis and 
investigation. It has nine regional offices and several branch offices 
throughout the country. 

It has some degree of familiarity with welfare and pension plans, as 
many companies must file these plans incident to registration state- 
ments and proxy contests. It has recently made a survey of financial 
holdings of pension trusts. 

The agency has contributed over the past 20 years to raising account- 
ing standards and practices and making registered accountants more 
responsible in the performance of audits. Its experience in this area 
would bear directly on any responsibilities charged to it under a dis- 
closure statute. 

As previously stated, the subcommittee has no strong views as to 
which agency should administer this act. It believes that the choice 
of an administrative agency is secondary to the necessity of obtain- 
ing adequate legislation. The agency selected for the task will have 
the dual responsibilities of protecting the beneficiaries against abuses 
and unnecessary drains on the funds contributed to welfare and 
pension plans and, equally important. of studving and appraising 
the financial stre neth and weaknesses of the operation tow: ard the end 
of greater stability. 

For the present the subcommittee is inclined to favor the Securities 
and Exchange Commission as the agency to administer such an act 
because of its past experience and its organizational setup. 


JURISDICTION 


The authority to require registration, reporting, and disclosure as 
well as the enforcement functions incident thereto rests upon the 
taxing authority of the Federal Government, the general welfare in- 
terest, and the interstate character of the many elements connected 
with such plans. 

Much of the money involved in such plans is exempt by law from 
Federal taxation. The income from such plans is also exempt. 

The activities of such plans frequently extend over many States 
and use the instrumentalities of interstate commerce. 
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5. PENALTIES 


It is believed essential to prescribe penalties not only for failure 
to properly report and disclose pertinent facts required by law and 
the rules and regulations of the agency administering such a dis- 
closure act but to ) prescribe severe penalties for dishonesty. Accord- 
ingly, it is recommended that the following penalties be prescribed: 

(a) Any person who willfully violates or fails to comply with any 
provisions of the act or rules and regulations promulgated thereunder 
should be fined not more than $5,000 or imprisoned not more than 5 
years, or both. 

(5) Any person who makes a false statement or representation of 
a material fact knowing it to be false or who knowingly fails to dis- 
close a material fact in any registration, report, or other document 
required to be submitted by the act or the rules and regulations there- 
under should be fined not more than $5,000 or imprisoned not more 
than 5 years, or both. 

(c) Any person who steals, unlawfully and willfully abstracts or 
converts to his own use or to the use of another, or embezzles any of 
the moneys, funds, securities, premiums, credits, property, or assets 
of any plan or fund should upon conviction thereof be fined not more 
than $10,000 or imprisoned not more than 5 years, or both. 

(d) The agency administering a disclosure act should have the 
authority and. jurisdiction to restrain violations of, and to enforce any 
duty created by, or to compel disclosure of any information required 
by the act or regulations. 


6. ADVISORY COUNCIL 


The subcommittee fully appreciates the burden being placed upon 
a Federal agency in the administration of this registration, reporting, 
and disclosure act. It is also believed that continued consideration 
should be given to the effectiveness of the administration and the 
provisions of the act. Accordingly, it is recommended that an Ad- 
visory Council be established which shall be representative of labor, 
management, insurance, banking, Government, and the general public. 
This Council should act in an advisory capacity to the administrative 
agency, conduct reviews of the administration of the act and make 
appropriate reports and recommendations. ‘The Council should meet 
at least twice a year and at such other times as deemed necessary by 
the administrative agency or the Council. 

(a) The subcommittee recommends that the Advisory Council con- 
sist of 13 members, to be appointed in the following manner: 

A representative of the insurance industry, a representative of 
the banking industry, and two representatives of management, all 
appointed by the Federal agency administering the disclosure act; 

Three representatives of labor, appointed by the Secretary of 
Labor; 

Three representatives of the general public, appointed by the 
President of the United States; 

The Secretary of Health, Education, and Welfare, the Secre- 
tary of Labor, and the Commissioner of Internal Revenue, shall 
serve as ex officio members of the Council. 
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(b) The members of the Advisory Council shall receive compensa- 
tion of $50 per day and travel expenses, except for the ex officio mem- 
bers, while in meetings for the conduct of Council business. 

(c) The Advisory Council may call upon the administrative agency 
for secretarial, clerical, and other services in connection with Council 
business. 

(d) The Advisory Council may call upon other governmental agen- 
cles for statistical data, reports, and other information to assist it 
in the performance of its duties. 


C. FEDERAL LEGISLATION ALREADY PROPOSED 
OR RECOMMENDED 


There are 3 bills of a disclosure nature relating to welfare and 
pension plans which have been introduced in Congress during the past 
9 sessions. In addition, the AFL-CIO has made comprehensive rec- 
ommendations regarding a disclosure bill. 

The bills already introduced and the AFL-CIO recommendations 
are described below : 


1. S. 1717, SATH CONGRESS, 1ST SESSION 


Introduced April 18, 1955, by Senator Hubert Humphrey (Demo- 
crat, Minnessota). Originally introduced in the 83d Congress as S. 
3649. This is a bill to amend the National Labor Relations Act and the 
Labor Management Relations Act of 1947 with respect to union- 
welfare funds. It would require unions to report the assets and lia- 
bilities of any trust fund which the union has established in accord- 
ance with section 302 (c) of the Labor Management Relations Act of 
1947. The report, which would be filed with the Secretary of Labor, 
would include the amount and sources of payments to the fund; fund 
disbursements for benefits or other purposes, including salaries and 
expenses; investments of the fund; amounts paid to officer, employees, 
or agents as commissions, fees, gratuities, “or otherwise,” by officers 
or agents of any insurance company doing business with the fund. 
The bill would require similar reports from employers who, pursuant 
to a collective-bargaining agreeement, have (1) established or main- 
tain a trust fund for the purpose of providing welfare benefits to 
employees and their dependents or pension benefits to employees, and 
who (2) solely administer such fund. 

It provides that certain processes of the National Labor Relations 
Board would not then be available to such unions and/or employers 
unless they can show that prior thereto, they filed the reports pre- 
scribed by this bill. 

This bill would also prohibit investments by trust funds in securities 
other than those in which the funds of life-insurance companies may 
be legally invested under the laws of the State where the principal 
office of the fund is located. 


2. 5. 3051, 841TH CONGRESS, 2D SESSION 


Introduced January 26, 1956, by Senators Irving M. Ives (Repub- 
lican, New York) and Gordon Allott (Republican, Colorado) (by 
request). This is a bill to provide for registration and reporting of 
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welfare and benefit plans and the reporting of appropriate informa- 
tion regarding their receipts, disbursements, assets, liabilities, and 
financial activities. The bill does not call for the amendment of any 
existing laws. Its jurisdiction is based on the Federal taxing author- 
ity and the general welfare. The registration and reporting require- 
ments are applicable to all types of welfare or benefit plans without 
regard to method of establishment or administration. Responsibility 
for administration and enforcement of the bill is delegated to the 
Secretary of Labor. Penalties are provided for failure to comply 
with the provisions of the bill, and for false filing. 

Under the provisions of this bill, the Secretary of Labor is given 
sole discretion as to the extent of the information which is to be filed 
by welfare and benefit plans. The bill does call for the reporting of 
“appropriate information respecting the receipts, disbursements, 
assets, liabilities, and financial activities” of these plans but further 
states that the “report shall include such information or documents 
relating to the incoming disbursements of the plan as the Secretary 
may prescribe.” The Secretary is further authorized to exempt from 
any provision of the act any class or type of welfare or benefit plan, if 
he finds that the application of such provision to the plan is not 
required to effectuate the purpose of the act. 


3. H. R. 2182—84TH CONGRESS, 1ST SESSION 


Introduced January 13, 1955, by Mr. Ralph W. Gwinn (Republican, 
New York). Was originally introduced in the 83d Congress, 2d ses- 
sion, as H. R. 9705. This is a bill to amend section 302 of the Labor- 
Management Relations Act of 1947 with respect to jointly managed 
trust funds established for welfare and pension purposes. Prohibi- 
tions, already in parts (a) and (b) of section 302, making unlawful 
payments by an employer to a representative of his employees, and 
the receipt of any such payments by a representative, have been en- 
larged to preclude payments to, or receipt by, any fund of which 
the representative is an officer, director, trustee, or administrator. 
The bill requires that such funds operate under a trust agreement 
which, in addition to providing for an equal number of employee 
and employer trustees, shall also provide for a neutral trustee to be 
appointed by a Federal district court. It further requires that the 
trust agreement be filed under oath with the Department of Health, 
Education, and Welfare, and contain the detailed basis of benefit pay- 
ments which shall be payable to all persons on whose behalf contri- 
butions to the fund are made without regard to union membership. 
The bill contains prohibitions with respect to trustees, union repre- 
sentatives, and employers connected with such funds in that it pre- 
vents them from receiving financial benefits, such as commissions, 
from the operation of the fund or the purchase of insurance by the 
fund, nor can they have an interest in. or serve as an officer of, any 
insurance carrier or broker through which the fund's insurance has 
been placed. 

This bill requires that the trustees of such funds cause annual audits 
to be made, reports of which shall be filed and subscribed under oath 
with the Department of Health, Education, and Welfare. and be open 
to public inspection. The bill empowers the Secretary of the Depart- 
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ment to investigate allegations of noncompliance and to obtain court 
action for violations. It also contains criminal sanctions for willful 
violations of its provisions. 


4. AFL-CIO LEGISLATIVE RECOMMENDATIONS 


At the first constitutional convention of the AFL-CIO in New York 
City on December 7, 1955, a special committee presented 4 report 
embodying a number of recommendations and a comprehensive resolu- 
tion pertaining to the administration and operation of welfare plans. 

The committee recommended the enactment of Federal legislation 
which would require full disclosure of the financial operations of 
health, welfare and pension plans of all types. Those responsible for 
administration of such plans would be required to file detailed financial 
reports once each year with the Internal Revenue Service and to file 
certified duplicate copies with the Department of Labor where they 
would be made fully available to authorized parties. It was recom- 
mended that such a law should provide criminal penalties for nonfiling 
or false filing. 

The committee also recommended State legislation to eliminate the 
mandatory charging of insurance commissions; prohibit the payment 
of excessive commissions and service charges to agents and brokers; 
the adoption and enforcement by the various State ‘insurance commis- 
sions of a code of standards governing commissions and charges and a 
general tightening of the present State regulations of insurance. There 
was a further recommendation that additional legislation be enacted, 
if necessary, to require that fiduciary obligations applicable to various 
trustees under existing State laws be made to apply as well to trustees 
of health, welfare and pension plans. 

This entire resolution was adopted by the convention. The portion 
thereof which deals with legislative recommendations is as follows: 


2. Legislation should be enacted by the Congress of the 
United States, requiring annual reports and public disclosure 
of the financial operations of health, welfare and pension 
plans, including the details of the related financial transac- 
tions of insurance carriers and/or service agencies. Such leg- 
islation should contain the following essential elements : 

(a) The law should be adopted and administered at 
the Federal level rather than through a multiplicity of 
State agencies. Parties responsible for the operation of 
health and welfare plans should be required to file reports 
with the Federal Government, regardless of whether or 
not they also file with a State governmental agency. As 
an expression of the public interest in the operation of 
tax-exempt programs and so as to avoid the complexity of 
determining whether such plans are intrastate or inter- 
state in character, the reporting and disclosure require- 
ment should be made a function of the Federal tax power. 

(6) The filing and disclosure requirement should apply 
to all types of group health, welfare and pension plans, 
including those administered unilaterally as well as those 
administered jointly. 

(c) The party or parties responsible for the adminis- 
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tration of a health, welfare or pension plan should be 
required to report the financial details of plan operations 
annually, on a standard form, with the Internal Rev- 
enue Service. The report should disclose, in adequate 
detail, the operations, transactions, expenses and invest- 
ments of the fund. If a private insurance carrier is 
employed, the report should be accompanied by a state- 
ment from the carrier covering the particular account 
involved and containing a breakdown of premiums and 
retentions, showing the amount of dividends or rate 
credits paid or due, claims experience, the amount of 
commissions and service charges, and to whom those com- 
missions and charges were p: Lid. 

The law should provide criminal penalties for nonfiling 
or false filing. While the Internal Revenue Service should 
not be granted the power to withhold approval of a health 
and welfare plan so as to delay its establishment or to require 
approval in advance of establishment as a condition of tax 
exemption, as a result of this legislation, the Service would 
be able to use the information contained in these reports as 
an aid to its normal enforcement operations. 

(d) The party or parties responsible for filing these 
reports shall also, and at the same time, file a certified 
duplicate copy with the Department of Labor. It shall 
then be the duty of the Department of Labor to make 
these reports freely available on request to parties au- 
thorized to receive them—which shall include individual 
employees and their collective bargaining representa- 
tives, authorized Government agencies and committees of 
Congress, and State insurance departments. It shall also 
be the duty of the Department of Labor to undertake and 
to make publie analytical studies and statistical sum- 
maries of the information derived through these reports. 

The proposed statute should spell out in detail the infor- 
mation to be sought in a disclosure form with authority lodged 
in the Secretary of Labor to prescribe appropriate rules. In 
addition, since the whole field of health, welfare, and pension 
plans is still in such a fluid state, the law should require the 
establishment of an advisory committee to meet at regular 
intervals and to be composed of representatives from the 
important interest groups including organized labor. The 
purpose of the advisory committee would be to provide guid- 
ance to the government in the formulation of the disclosure 
schedule and in the administration of the act. 

The legislation should be sought in the several States 
so as to achieve the following objectives: 

(a) State insurance laws should be amended so that in 
cases where an agent or broker is not employed and no 
such services are rendered, the requirement that commis- 
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sions must nevertheless be paid to an agent or retained 
by the insurance carrier is eliminated. 

(6) Where the services of agents or brokers are em- 
ployed, the payment of excessive commissions and service 
charges should be banned. A code of standards govern- 
ing commissions and charges should be adopted and en- 
forced by state insurance commissions. 

(c) State regulatory bodies governing insurance op- 
erations should be made more representative of the pub- 
lic and consumer interest. At present, State insurance 
commissions and departments tend to reflect and to be 
dominated by the special interests of the insurance in- 
dustry. 

(d) State insurance commissions and departments 
should be required to assume and exercise a greater degree 
of responsibility for the integrity, competence and char- 
acter of agents and brokers who are licensed by the State. 
At the present time, such a license is virtually meaning- 
less and offers no assurance to the public that a person 
having a license is reliable or subject to any really effec- 
tive checks, surveillance or standards. As a minimum 
step, as a requirement for securing and holding a license, 
the records and accounts of agents and brokers should 
be subject to regular and thorough inspections, and they 
should be required to file regular reports with State in- 
surance commissions dise losing and identifying every fee 
and commission received in connection with a group 
policy, issued as a part of a health and welfare plan, 
und the nature and purpose of expenditures made in the 
course of their business operations. The charging of ex- 
cessive fees, commissions, or expenses and the m: iking of 
unethical or improper payments to secure or to hold an 
account should result ın the prompt revocation of the 
license to operate. 

(e) Laws which, in a number of States, now stand, in 
the way of the development of consumer-sponsored, non- 
profit medical service prepayment plans should be re- 
pealed, so as to make constructive alternatives to limited 

cash indemnity insurance plans more generally available 
to trade union and other consumer groups. 

(f) Laws which, in a number of States, prohibit em- 
ployers from withholding any part of wages earned by 
an employee (except taxes) without written authoriza- 
tion, should be amended so as to exempt from such pro- 
hibitions deductions made for health and welfare plans 
developed through collective bargaining by employers 
and bona fide trade unions. 

(g) The fiduciary obligations generally applicable to 
trustees under State law should be applicable to trustees 
of health and welfare plans. If additional legislation is 
necessary to bring about the result, it should be enacted. 
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APPENDIX II 
Contributions under private welfare and pension plans, 1954 


[Millions of dollars] 


'Total Employer Employes 


Type of benefit 
ype of bene contributions} contributions) contribution 


Welfare plans 
Life insurance and death benefits 


Group life insurances 
Self-insured death benefit plan 
Accidental death and dismemberment insurance 


Temporary disability benefits and sick leave 


Insured plans 
Self-insured (tradi 
ion, et 


t 
t 
Sick leave plans, private indu 


Health insurance and service 
Hospitalization 


Blue Cross and Blu 
I 


isurance conmpanies 


3 
All other, including it 


Surgical and 


Blue Cr 
Insura 
All other, 
Major medical 


Pension plans 


«і and pay-as-you 


Total 


1 Life Insurance Association of America, Group Insurance at roup Annuity C 

2 On basis of rough estimate that en yers pay 60 per 1 nployees 40 pert 

3 Death beaefits paid under A. F. of L. tra 1e-unio 1 ( stimated at $1 
3, Appeadi«x D; co itrioutio^s uuder other union and comp: 
estimated at a roughly equal amount. 

* Esti nated on basis of 50 perceat from employer and 50 percent from employees ‹ 

5 Based on data in Voluntary Insurance Against t 53 F stimates, 
December 19, table 2. Contributions under self-insured plans estimated i 
$45 million for 1952 and some increase in 1954 has | ned 

lotalsick leave paidin 1954 estim ited at $350 million (se« 6, Appendix I 

covered under these plans in 1953, 4.6 million were public employees and 3.3 million ( 
ployees in private industry. Forty-two percent of $360 million equals $151 million. 

' Based on data from Blue Cross and Elue Shield Commissio. s, subscription income from employee 


псоте 
com 


groups is estimated on basis from Blue Cross Commission at three-f 

5 Rough estimate based on a 1953 Blue Cross study of the extent of employer pa at i ving sub- 
scription costs. 

? Health Insurance Council, unpublished data from 1954 Survey of Accident and 1га ; а 
obtained through Division of Research and Statistics, Social Security Administration, Department of 
Health, Education, and Welíare. 

Oa assumption that employers pay 40 percent; employees, 60 percent 

u Data from Division of Research and Statistics, Social Security Administration, Departn 
Education, and Welfare. Based on data from Brewster, Agnes W., Independent Plans Pri 
Care and Hospital Insurance: 1954 Survey, Social Security Bulletin, April 1955. Division of cost 
employers and employees based largely ou known situation for certain large plans, 

1? Rough estimate, 

13 Based on Securities and Exchange Commission survey of Corporate Pension Furds, 1954 (release of 
October 12, 1955) which shows $1,526 million under trusteed plans of employer contributions and 8165 
million of employee contributions. Profit-sharing plans with retirement features are included. Data for 
various jointly (employer-union) managed and union retirement fuuds indicate probable employee contri- 
butions of $120 million and employee coatributions of $20 million to trusteed funds. Allowance for pension 
contributions to trusteed funds of banks and various nonprot.t organizations (churches, universities, ete.) 
briags the totals to those shown. 

M Lastitute of Life Insurance, Tally of Life Insurance Statistics, May 1955. These data from all life in- 
surance companies show total contributiors. Itis believed that employers contribute a somewhat higher 


proportion of the total cost than under trusteed plans. 
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SUPPLEMENTAL VIEWS OF SENATOR ALLOTT 


These supplemental views are filed by the undersigned to express 
primarily a point of view separate and distinct from some of the con- 
clusions drawn by the report but not with the findings in general. It 
is filed not to express a divergence from the fine bipartisan cooperation 
existing throughout the hearings and in the writing of the report but 
rather to emphasize certain items which the writer feels have not 
received sufficient emphasis in the report. 

The question has arisen and been discussed by the staff and by 
members of the committee at great length as to the status of pension 
and welfare funds. The view of the majority of the committee is 
that all welfare and pension funds are benefits “in the nature of 
р ee ' because of (1) the recourse to tax benefits by employers, 

) the various NLRB and court decisions, and (3) the wage-stabiliza- 
tion regulations of the Defense Production Act of 1950. This point of 
view embraces all types of funds whether pension or welfare, unilateral 
or bilateral, self-managed or insured, ¢ me ibutory or noncontributory, 
bargained or not bargained, level of benefits or fixed contribution. 
During all these ye: ars the principle of disclosure has not applied where 
there was bargaining upon a level-of-benefits basis. Those who bar- 
gained in this manner did so with full knowledge that the cost to the 
employer, the operation, and the management of the fund was the 
exclusive right of the persons managing it. Had either the employee 
or employer desired otherwise, he would have bargained on another 
basis than level of benefits. 

Therefore, in the approach that all pension and welfare funds should 
be included in registration, reporting, ied disclosure it has seemed 
obvious that the passage of such legislation would, in effect, deprive 
the manager of the fund of long-existing legal rights. By the same 
token, it would appear that we are depriving management, unions, and 
the individual employee of the free right to contraet and by such 
contract to place upon one party or the other a full responsibility, and 
in some cases the hazard of expense, for the management of a fund. 
In one of the best definitive analyses of the American way of life it 
has been said that among other rights is the right to contract about 
our own affairs. It is incumbent to point out that the passage of 
legislation in the form suggested in the report to include all welfare 
and pension funds would “deprive management, unions, and labor of 
the right to contract in this one important aspect. It is the depriva- 
tion of this existing right which is the fundamental basis for filing 
these supplemental views. 

The writer must state frankly that he has sought to draw the line 
somewhere in this field, exempting those plans where registration, 
reporting and disclosure are not needed as indicated by the hearings, 
and in a manner which is fair and just to all persons concerned. He 
has not been able to do so without leaving areas where injustice or 
needed supervision might occur. In the field of pensions, which are 
usually funded, there seems to be a much greater justification for 
legislation disclosing the nature of the fund “than there would be in 
welfare funds which are generally not funded. The adoption of the 
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principle of complete registration, reporting, and disclosure ends an 
era in which an employer may do anything i in behalf of his employee 
without being liable for a complete accounting to the employee or the 
union. This would be modified to the extent that small employers are 
excepted. 

The last point which it seems worthwhile to make and emphasize, 
although the report is not in disagreement in this respect, is that the 
following seem to be main areas of abuse in this field: 

(1) Excessive commissions. 

(2) Excessive administration fees. 

(3) Use of administration expenses for purposes other than 
administration. 

(4) Unequal treatment of insurees by insurance companies as 
to dividends or premium credits. 

(5) Nepotism. 

(6) Looting or embezzlement as well as gross misabuse of funds 
for “expenses” of fund officials. 

(7) A failure to achieve under the Taft-Hartley Act a true 
dual administration of funds. 

Of these it would seem that the primary responsibility and possi- 
bility of curative legislation must lie with the State legislative proc- 
esses, For example, joint self-policing by insurance companies them- 
selves and State legislation are the only effective methods by which 
decremental commission norms can be established. And, contra, 
Federal legislation would be comparatively ineffective unless accom- 
panied by tremendous administrative cost. In view of the great 
strides made by insurance companies, management, organized labor, 
and State legislatures toward adequate self-policing and legislation, 
there is a danger of setting up excessive Federal legislation which 
would be dual in purpose. The staff of this committee estimate that 
from thirty to forty thousand reports would be required to be filed 
each year and the size of a staff for properly auditing and compiling 
statistical material can readily be seen. 

An added point not included in the report is that disclosure as 
defined in any legislation should also include the complete auditing, 
or exchange of complete auditing information, as between the various 
parties involved in any particular fund. There are six parties who 
may have interests in any given fund: the employer, employee, union, 
management, trustees, and insurance company. Information as to 
dates, number of employees covered, dividends, and so forth, should 
flow freely from as many of these parties as are involved in any fund 
to be covered. Such a procedure, for example, would have Lp vented 
the looting of the funds of the Laundry Workers Union by Saperstein. 
In that case, there being no privity between the contributing employers 
and the insurance company, and no valid acceptance of responsibility 
for auditing by any of the other parties, it was possible and pue 
tively easy for the looting to be done as —— in the report. 

In conclusion, the writer points out again that this difference in 
point of view lies in the сера do ME, not in the findings of the 
committee. In the area above outlined he would not want to be com- 
mitted irrevocably to all-inclusive legislation if a fair, just, and rea- 
sonable line could be drawn—fair to all parties—which would cover 
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those areas where abuses are likely but which would still leave an area 
where men might have complete freedom to contract among themselves, 
and not be deprived of rights which in some areas they have contracted 
for at the present time. 


GORDON ÅLLOTT. 


STATEMENT OF SENATOR NEELY 


Due to the pressure of many other duties, I have not been able to 
take as active a part as I wished to take in the preparation of this 
report. Therefore I wish to reserve judgment upon the recommenda- 
tions made by the subcommittee. 


MATTHEW M. NEELY. 
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PART TWO: SURVEYS AND INVESTIGATIONS 


Part Two includes not only particular case studies covered in public 
hearings of the subcommittee but considerable material resulting 
from staff surveys, conferences of record, and information obtained 
through questionnaires and other inquiries. Such staff material is 
primarily included in sections V, VII, IX, X, XI, and XII. Asit » 
believed that this information is both educational and beneficial, 
was decided to include such staff studies in the report. 


V. INDUSTRY PATTERNS IN WELFARE AND 
PENSION PLANS 


The original resolution under which the work of this subcommittee 
commenced called for a complete study of plans and funds subject 
to collective bargaining. For this reason it was felt that it would be 
desirable to concentr: ate its investigations in certain large industrial 
areas; Philadelphia, San Francisco, and Chicago were chosen. This 
approach was Suecessful in bringing much worthwhile material to 
light. It did not, however, throw much light on the general types of 
programs which characterize our major industries. 

Accordingly, the subcommittee staff conducted surveys in several 
large industries to determine: (a) the extent to which workers are 
protected by health and welfare and pension plans, (b) the basis for 
administration, (c) the basis for financing, and (d) the general level 
of benefits with respeet to each of several important industries. 

The results of the studies undertaken in the steel, automobile, coal- 
mining, clothing, electrical, trucking, and residential-construction 
industries are set forth below. 


A. THE STEEL INDUSTRY 
1. SCOPE AND METHOD OF SURVEY 


Information with respect to this industry was developed through 
several channels. The United States Bureau of Labor Statistics pro- 
vided background information as to size, degree of unionization, and 
the characteristics of the enterprises included. Representatives of 
management and of the dominant union made available general in- 
formation as to the types and extent of industry welfare and pension 
programs. Staff investigators collected details of the specific pro- 
grams of several of the larger corporations through personal visits; 
questionnaires as to the insurance phases of the benefit programs were 
sent to a representative sample of firms. 


2. THE INDUSTRY 


There are well over 2,000 companies in the industry. They range in 
size from the giant United States Steel Corp., with some 260,000 
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employees, to a number of small firms employing a handful of workers. 
'The industry consists of three major branches: basic steel, fabrication, 
and iron-ore mining. Some firms have operations in more than one 
branch. 

The overwhelming majority of hourly paid employees in this in- 
dustry belong to the 1,200,000-member union, the United Steelworkers 
of America, with headquarters at Pittsburgh, Pa. Basic steel alone 
employs an estimated 630,000 USA-CIO members. Although many 
other unions represent workers employed in various segments of the 
industry, the Steelworkers Union dominates the collective-bargaining 
picture. As of December 31, 1954, it had 2,315 collective-bargaining 
agreements in effect. 

There is no industry wide bargaining, as such, in the steel industry. 
Negotiations are conducted instead between each individual company 
and the union. There is some uniformity in collective-bargaining 
agreements, particularly those involving basic steel companies, since 
most of these tend to pattern themselves after contracts negotiated 
between the major companies and the union. Despite this tendency 
toward a pattern, however, there are many individual variations. 


3. THE UNION 


The steelworkers union has some 30 districts, each headed by a 
district director who is responsible for collective bargaining negotia- 
tions between all locals and employers located within his area. Repre- 
sentatives of the international staff assist him. Many of the larger 


companies have plants located in several districts of the union and, 
for the first time, in its 1949 negotiations, the steelworkers bargained 
with such employers on a companywide basis, rather than by individ- 
ual districts. This was accomplished through negotiating teams of 
representatives from each pertinent district. This permitted negotia- 
tions to be carried on simultaneously with several of the major corn- 
panies. 

Under the steelworkers’ constitution, the international union, rather 
than an individual local, signs each collective bargaining agreement 
and each agreement must be ratified by the union’s wage policy com- 
mittee before it can become effective. The international maintains 
an insurance and pension department staffed with specialists who 
assist field negotiators in bargaining on these matters. This depart- 
ment also reviews each agreement covering insurance or pension 
matters. 

4. HISTORY OF BENEFIT PROGRAMS 


Insurance plans in the steel industry are not new; many employers 
had voluntarily established group insurance programs many years 
ago. In the World War II period, particularly, a number of employ- 
ers inaugurated group insurance plans as a means of attracting and 
keeping employees. While some of these were financed wholly by 
the companies, the great majority were financed through employer- 
employee contributions. 

In contrast to the fairly long history of steel industry insurance pro- 
grams, there were few pension plans for hourly-rate workers in steel 
prior to 1949. A number of companies did have retirement plans 
covering their salaried personnel. 
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Prior to the end of World War II, provision for insurance and pen- 
sion programs had never been included in the collective bargaining 
agreements. Shortly after that time a number of agreements were 
negotiated binding employers to retain the group insurance programs 
which they had unilaterally established. There were no parallel devel- 
opments as to pension plans. In the case of the major basic steel 
companies, contractual agreements covering either insurance or pen- 
sion benefits were not negotiated until 1949, following a major strike 
in the industry. 

After the Presidential (Steel) Fact Finding Board hearings, the 
Supreme Court decisions in the Inland Steel and W. W. Cross cases, 
and the 1949 strike, the major steel companies entered into agreements 
with the union in 1949 to establish both insurance and pension pro- 
grams covering the hourly-paid employees represented by the steel- 
workers. Similar contracts were soon put into effect throughout the 
industry. By December 31, 19; 54, of the 2,315 collective- bargaining 
agreements between steel companies and the steelworkers union, 1,929 
included insurance provisions covering an estimated 1,062,955 of its 


members, while 871 contained pension provisions covering about 
902,951 members. 


5. PENSION PROGRAMS 


The pension benefits of most plans in the basic steel industry amount 
to 1 percent of the average monthly wage in the 120 months preceding 
retirement, multiplied by the number of years service, less a fixed 
allowance of $85 for social security benefits. This pension is pay- 
able at age 65 to employees with at least 15 years’ continuous service. 
The minimum company-provided pension for those over 65 cannot 
be less than $2 multiplied by the number of years’ service up to a mi xi- 
mum of 30 years less $5. In other words, employees having 30 years’ 
service or more receive a minimum of $55 a month from the em- 

loyer with this amount being reduced by $2 per month for each year 
зу which service is less than 30 years, down to a minimum of $25 per 
month for employees having only 15 years of service. 

As originally negotiated in 1949, the plan provided a minimum pen- 
sion of $100 a month including social security for an employee with 
25 years of service or more. This could mean, for example, that $35 
of the pension came from social security and the remaining $65 from 
the employer. When the social security benefits were increased, the 
effect was to progressively reduce the pensions payable by employers. 
Accordingly, a fixed allowance of $85 for social security benefits 
was established in subsequent negotiations, and was to remain con- 
stant irrespective of any subsequent modification in social security 
levels. 

The typical pension plan also provides benefits for employees under 
65 who are retired for disability causes and cannot engage in any 
gainful occupation. The minimum benefit is $75 a month until age 
65 after which time the regular benefit applies. 

The main variation from this typical pension benefit for normal re- 
tirement is an arrangement common to a number of plans by which the 
pension is determined solely on the number of years service rather than 
through the 1 percent formula method. 

Some plans provide simply for a flat benefit amount, while in others 
the benefits are graduated on the basis of years of service without 
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reference to earnings. Generally, there are no disability benefit pro- 
visions in the smaller company plans, particularly those outside the 
basic steel industry. 

The cost of these pension plans is borne entirely by the employers. 
Some plans are insured; some use banks as trustees and investment 
agencies; others are administered through separate corporate trusts 
established by the employers, and still others are on a pay-as-you-go 
basis. 

Some agreements require the employer to deposit or earmark suffi- 
cient funds to meet pension costs of those employees retiring during 
the term of the contract—terminal funding, so-called. Some require 
the employer to fund in relation to the actuarial requirements of the 
program. In others the method of funding and providing pension 
benefits is left entirely to the employer. "There are some pension 
plans, therefore, which are completely unfunded, with retirement 
benefits being provided by the employers from their current earn- 
ings on a pay-as-you-go basis. 

"The administration of all pension plans in steel is performed unilat- 
erally by the employers; the union plays no part in this function. In 
each such plan, however, the agreement provides for a joint employer- 
employee committee to receive annual reports from the employing 
company and to review the operation of the program insofar as it 
affects individuals represented by the union. 

At the present, none of the pension plans have any vesting provi- 
sions, The employees have no equity in the trust funds until such 
time as they become eligible for retirement. Even at that time, their 
actual retirement benefit is contingent upon the terms of the agreement 
then in effect between the employer and the union. 


6. INSURANCE PROGRAMS 


There is naturally some variation in employee-insurance plans 
among the many companies in the steel industry. The following 
benefits, however, are found in many programs: $3.500 life i Insurance 
for active employees, usually continued in | force with premium waived 
to age 65 if employee becomes totally and permanently disabled be- 
fore reaching age 60; $1,250 life insurance for retired workers; $40 
weekly sickness. and accident benefits for a maximum of 26 weeks 
per illness or injury, payable immediately for i injury and after 7 days 
for sickness; hospitalization—usually the equivalent of or full pay- 
ment for a semiprivate room for both employees E" dependents for 
a maximum of 120 days plus expenses incurred, i. e., use of operating 
room, X-ray, medicines, etc., plus a 10-day mater ub benefit for em- 
ployees or dependents; medical—reimbursement for surgical opera- 
ations, usually on a fixed’schedule. Some plans also provide addi- 
tional payments to physicians for hospital services other than actual 
operations. Some also provide polio coverage. 

The hospitalization and surgical benefits of many of the welfare 
insurance plans in the industry are provided by Blue Cross and Blue 
Shield through a plan devised by those agencies which applies uni- 
formly throughout the United States to steelworker members covered 
under negotiated welfare programs. 

In most plans, new employees become eligible for insurance bene- 
fits after 30 days of employment. In those originally established by 
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employers and which were incorporated in bargaining agreements, 
as well as those initially established and/or modified through collec- 
tive bargaining, all active employees became eligible for immediate 
participation on the effective date of the program. 

In contrast to the noncontributory character of the pension pro- 
grams, most insurance plans are jointly financed by employer-em- 
ployee contributions. A few, however, such as those of Continental 
Can and Aluminum Company of America, are noncontributory. 

The major contracts provide for a total contribution of 9 cents per 
hour for insurance, 4.5 cents from the employee and 4.5 cents from 
the company. The employee contribution is usually transposed into 
a fixed monthly amount which averages about 4.5 cents per hour. The 
monthly contribution of any individual worker may vary in accord- 
ance with his wage rate and dependency status. The average runs 
about $7.50 a month and ranges from $6 to $11, less for single em- 
plovees and more for those with dependents. 

The employer contribution is made on the basis of 4.5 cents for each 
hour worked by each employee in the bargaining unit covered by the 
plan. In some instances this payment is also converted to a fixed 
dollar amount, by agreement, by multiplying 4.5 cents by an esti- 
mated number of hours to be worked in the year, such as 1,800, 1,900, 
2.000. Thus the company contribution may be fixed at say $85.50 per 
employee per year, regardless of the number of hours actually 
worked. In some plans, a fixed monthly company contribution is 
specified in the contract for each active employee in service during 
that month. Other plans provide for fixed and uniform monthly con- 
tributions by each employee with the employer adding whatever 
amount of money is necessary to pay for the agreed upon benefits. 

By converting the cents- -per-hour figures to fixed monthly amounts, 
fluctuation in contribution income, caused by varying levels of em- 
ployment in the industr y, can be — offset. 

Insurance plans in de steel industry, like pension programs, are 
administered unilaterally by the employers with the union taking no 
direct part. Each insurance agreement, however, provides for a joint 
insurance committee which reviews the operation of the program and 
receives periodic reports from the employer. Administrative costs 
of these plans are now borne by the employers although they were 
originally charged against the joint contributions. Many employers 
per “for m functions for the insurance companies, such as processing and 
paying claims, thus avoiding duplicate administrative functions and 

reducing the ultimate insurance costs. 

Health and welfare benefits are provided through group insurance 
policies underwritten by numerous commercial carriers and by con- 
tracts with Blue Cross, Blue Shield, and similar local-service organiza- 
tions. In some plans, a commercial carrier underwrites the entire 
program. By and large, however, the life insurance and sickness and 
accident benefits are provided through an insurance company while 
the hosiptalization and surgical coverage is furnished through Blue 
Cross and Blue Shield or like service organizations. Selection of the 
insurance carrier is determined through negotiations in most cases 
although in some instances the employer alone makes the choice, In 
many cases where a prior plan has been in effect, the former carrier is 
retained i in order to take advantage of reserves which had been built 
up prior to the time the plan was brought under collective bargaining 
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and modified. In a few instances, new carriers were selected on the 
basis of informed opinion or competitive bidding. The steelworkers 
follow a “firm policy” of using health agencies such as Blue Cross and 
Blue Shield to provide service benefits and have thus obtained agree- 
ments with many employers to discontinue indemnity coverage through 
a commercial carrier. During the negotiations of some insurance plans 
which had already been established through collective bargaining, bids 
from competing carriers were obtained and compared against charges 
of the existing insurance company, thus effectively assuring that the 
parties in interest were receiving the most economical service. 

In most insurance programs, the employer is the policyholder. (One 
exception is United States Steel Corp. whose insurance and pension 
programs are administered through a separate corporate trust which is 
the policyholder in this case.) Employee contributions are collected 
by means of authorized checkoffs and, together with company con- 
tributions, are used to pay insurance premiums, usually on a monthly 
basis. In most instances, particularly in the larger companies, a de- 
pository is utilized for this purpose with an employee benefit account 
or insurance fund being maintained as a separate entity. Most agree- 
ments provide that this money cannot be recaptured either by the em- 
ployees or the company but must be used for insurance purposes. 
There are exceptions, however, which involve distribution of dividends 
earned, which in some plans may be returned to the contributing 
parties. (See below.) Other than this, the only interchange of 
moneys is between the employers and the insurance companies or 
service agencies. 

The disposition of insurance dividends varies among the many 
plans. This is governed by the agreement and usually depends on 
how the plan is financed. In noncontributory plans, dividends are 
retained by the company. In plans where the employee contribution 
is uniform and fixed, and where the balance of the cost is provided by 
the employer, dividends are usually returnable to the employer. Un- 
der an arrangement such as this, the employer must bear the cost of 
the premium increases, if any, due to adverse experience, since the em- 
ployee contribution is fixed for the duration of the contract. The 
employer therefore assumes an open-end risk, recognized in the ar- 
rangement whereby dividends are returned to him and can be ap- 
plied to his gross costs. Of course, this arrangement may have the 
reverse effect. For example, if employee contributions are computed 
and fixed on the basis of half the cost of the total insurance package, 
with the employer agreeing to finance the balance, favorable claims 
experience will generate a dividend which, when applied to his gross 
costs, reduces his net cost to a point considerably lower than employee 
contributions. 

In some few plans in which both the employee and ar con- 
tributions are fixed at a ratio other than 50-50, i. e., 62.5-37.5, divi- 
dends are paid to each party in the same ratio as that on which con- 
tributions are made. 

In the plans involving larger companies, however, particularly 
those having the 9 cents per hour joint contributory arrangement, 
dividends are returned to the insurance or employee-benefit account 
and utilized to further the program in one of various ways. 
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7. DISCLOSURE OF INFORMATION TO UNION AND EMPLOYEES 


With respect to disclosure, it was generally found that periodic re- 
ports on the operations of the welfare plans are given to the union 
through the joint insurance committees, in accordance with terms of 
the insurance or collective-bargaining agreements. In these, the com- 
panies furnish data on employer and employee contributions, insur- 
ance premiums paid, and information concerning the claims, divi- 
dends, and insurance-company retention. 

In the noncontributory pension programs, however, the situation 
is different. These specify benefits to be provided and in most in- 
stances do not specify company contributions nor make reference to 
costs or funding. The — report very little information to the 
joint pension committees. Usually, they disclose the identity of those 
pensioned together with the amount of pension awarded but do not 
reveal methods of financing, total value of pension trusts, or the 
investments of such trusts. 

It can be seen that the average steel-industry employee must depend 
upon the contractual relationship between his employer and his union 
to receive insurance and pension benefits. The agreements which 
govern these programs are relatively short-term contracts and the 
insurance and pension programs legally terminate concurrently with 
the expiration of each contract. It would be naive to presume that 
collective-bargaining negotiations would ever cease to be a part of the 
industry ; however, under the present structure of many of these plans, 
the steelworker employee has little actual assurance, over and above 
the collective-bargaining agreement, that he will ultimately receive the 
pension upon which he is counting heavily. The crux of this weakness 
is found in the funding provisions in many agreements which leave 
the manner and means of providing the agreed-upon pension benefits 
to the employer. Many companies have undertaken the costly job of 
funding their pension obligations, at least to some extent, through pen- 
sion trusts, corporate trusts, or insured plans of one type or another. 
Others, feeling they cannot afford to fund, are providing retirement 
benefits as they accrue, through current earnings, thus accumulating 
heavy obligations for the future. In the latter cases, employees must 
depend solely upon the financial solvency and continued profitable op- 
erations of the employer, as well as the company-union contractual 
relationship at the time they retire. After retirement, in the non- 
funded plans, the pensioner has no guaranty that he will continue to 
receive his monthly pension check. 

In cases of companies which are funding their pension programs, 
the employee receives no information as to the methods being used, nor 
the extent to which funding is being undertaken. Although money is 
being set aside as he works, in recognition of the fact that he is estab- 
lishing a claim to a pension, he acquires no equity and has no idea as to 
how the money is being used. This is true despite the fact that the 
employer receives tax deductions for his contributions on the basis 
that they are being placed in trust for pension purposes. 

To the extent that welfare and pension funds represent nonwage com- 
pensation and are in lieu of money wages, it seems logical that whether 
a pension plan is negotiated on a benefits basis, or whether the agree- 
ment specifies how benefits shall be provided, the employee-beneficiary 
is entitled to full information concerning the operation of the plan. 
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8. INFORMATION OBTAINED FROM INDUSTRY QUESTIONNAIRE 


Specific information on various aspects of the administration and 
financing of health and welfare plans was obtained through ques- 
tionnaires directed to 26 companies in the steel industry. The estab- 
lishments included in this study had from 96 to 21,000 wage-earners. 
It cannot be assumed that a sample so small is representative of this 
huge industry. The findings, however, are believed to be indicative of 
the manner in which health and welfare programs in the industry 
operate. 

Some questionnaires were not'completely or correctly executed and 
could not, therefore, be tabulated with absolute accuracy on all points. 
For that reason, the numbers of establishments referred to below will 
vary from question to question. 


(7) What benefits are offered in these plans? 

All those reporting provided life insurance, sickness and accident 
benefits, and hospitalization and surgical coverage. Eight also in- 
cluded accidental death and dismemberment, nine provided medical 
coverage and four others included other benefits such as polio coverage. 


(11) Insurance carriers. How is coverage provided? 

Fifteen well-known insurance companies are represented in these 
programs, some of which insure several different plans. In 6 instances, 
more than 1 commercial] carrier is utilized to insure portions of the 
same plan; 11 plans are insured entirely through single carriers. In 
11 programs the hospitalization and surgical benefits are provided 
through Blue Cross and Blue Shield with other portions of the plan 


being covered through one or more commercial insurance companies. 
(III) Selection of insurance carrier(s). Did union have a voice? 

Eight companies reported that the union had no voice in selecting 
the earrier. Eighteen affirmed that the union did have a voice with 
the carrier(s) being selected jointly either by negotiations or through 
the joint insurance committees common to plans in this industry in- 
volving the steelworkers union. These latter employers also indicated 
that competitive bidding was a factor in most instances. 

One employer stated that Blue Cross and Blue Shield were selected 
at the union's insistence to provide the hospitalization and surgical 
benefits which had previously been furnished through a commercial 
carrier. The same carrier continued thereafter to insure the remainder 
of this program. 

Another employer stated that the union alone had selected the 
carrier and had also insisted upon naming the broker in this particular 
instance. 

(IV) How are these plans financed? 

All companies reported they have contributory plans in which the 
total insurance costs are borne jointly. in varying ratios, by company 
and employee contributions. In one instance, a company had had a 
noncontributory plan in effect until November 1, 1954, when negotia- 
tions resulted in the establishment of a joint contributory program 
which provided increased benefits. 

In 11 of the plans, the employee makes fixed monthly contribu- 
tions for the term of the contract while the company provides the bal- 
ance necessary to provide the agreed-upon benefits. This is an open- 
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end typeof arrangement, as one employer put it, in which the employer 
is liable during the contract period for any increase in insurance costs 
over and above the fixed employee contributions. The company guar- 
antees the benefits which have been agreed upon. In this type of 
arrangement, the company contribution is not usually specified in 
the agreement.’ 

In 10 plans, the employee contribution is fixed in monthly amounts 
intended to average a specified cents-per-hour figure, usually 4.5 cents, 
while the employer contributes at the same cents-per-hour rate for 

'ach participating employee, the intent being to share the cost on an 
equal basis. There were 2 plans of this type ın which the contribution 
was based on 2.5 cents for both employee and employer. In one in- 
stance, the company contribution was based on a 6.5-cent-an-hour basis 
which represented about 56 percent of the total insurance costs. 

In two instances, company and employee contributions are estab- 
lished in terms of a fixed ratio of total costs—in one case at 70-30 and 
in the other at 78-22. In the first case the company contributes the 70 
percent and in the second case the employee contributes the 78 percent. 

In one plan the agreement provides that the total cost of benefits 
agreed upon will be shared on an equal basis and that the company may 
fix employee contributions for administrative convenience and Insur- 
ance purposes which will approximate half the cost. 

Methods of fixing employee contributions vary widely among the 
plans. Nine have a single uniform monthly contribution for all par- 
ticipating employees. "Thirteen have uniform contributions for those 
with dependents and lower uniform contributions for those with no 
dependents. In four instances, the contribution is fixed according to 
the employee's individual wage rate and dependency status. 


(V) Insurance company retention 


Of the questionnaires which could be analyzed in this respect, re- 
tentions of insurance companies ranged from 48.4 percent of premium 
(in a plan involving less than 150 employees) to 4.7 percent (in one 
involving almost 1,500 employees) in the latest complete insurance 
year. Generally, rete ntions ranged from 5 to 11 percent of premiums. 


(VI) Disposition of dividends 


In all these cases the companies themselves are the policyholders. 
Again allowing for questionable reporting, 11 companies retain all 
dividends under terms of their insurance agreements with the union. 
All but one has the open-end financing arrangement previously de- 
scribed. In the one excepted case, both employer and employee con- 
tributions are fixed in the agreement, but the employer is paying a 
major portion of total insurance costs. 

In nine of the plans, dividends are returned to the credit of the em- 
ployee’s insurance account, cannot be returned to the companies, and 
are used in furtherance of the employee benefit program. 


1 Under most plans negotiated by the steelworkers, the sum of 9 cents per hour per 
employee is provided for insurance benefits, half to be contributed by the employer and 
half by the employee. Assuming a workmonth of 165 hours, since insurance premiums 
are usually paid monthly, this would generate a total insurance package of $14.85 with 
which agreed-upon benefits could be purchased. In most open-end agreements, the employee 
contribution is -— at a monthly amount intended to average approximately half the cost 
of total benefits, i. $7.43, etc., for all participating employees. The balance borne by 
the employer is db intended to represent about half the cost. There is, of course, wide 


variance in these arrangements since each plan is separately negotiated. 
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(VII) Percentage of total insurance costs borne by employees 


Of those companies which reported sufficient information to make a 
determination in this regard, it was found that the average percentage 
of total insurance costs borne by employee contributions in all plans 
was 51.88 percent. 

(VIII) Commissions paid (in latest insurance year) 

Of all companies, only one reported the actual amount of commis- 
sions paid to an insurance broker. 

Six employers reported there was no broker involved in their in- 
surance programs. 

Seven employers reported they did not know what commissions were 
paid though they listed brokers in each case. 

Four companies left the question blank. 

Two companies simply stated that commissions were paid by the 
insurance companies involved. 

One employer reported that standard commissions are paid and 
another stated that commissions amounted to approximately 3 percent. 

The remaining companies reported that no commissions were paid 
even though some of them listed brokers as being involved in their 
plans. 


(LX) Administrative functions performed by companies 


АП the companies reported that they perform some administrative 
functions in connection with their insurance programs such as assist- 
ing employees in filing claims, issuing certificates of insurance, et 
cetera. All of them, of course, per form other functions necessary to 


the program such as collections and computing contributions. Twenty- 
one companies reported that they process claims for the insurance 
carriers. 


(X) Does the union play any role in administration? 

Seventeen employers reported that the union has no function in the 
administration of these programs. The remaining companies report- 
ed that the union, usually through the joint committee, played some 
part in the administration such as assisting in claims investigations, 
and reviewing the operation of the program. ‘One employer stated the 
union played a joint part in the administration of his program. 


B. THE AUTOMOBILE INDUSTRY 
1. SCOPE AND METHOD OF SURVEY 


The main sources of information for this report are (a) hearings 
before the subcommittee relative to welfare and pension plans in the 
industry; (5) interviews with the staff of the social-security depart- 
ment of the UAW- CIO; (c) interviews with representatives of vari- 
ous companies, including General Motors, Chrysler, and American 
Motors, and with representatives of the Automotive Tool & Die Manu- 
facturers Association; and (d) questionnaire returns from 52 com- 
panies in the industry relative to their welfare and insurance pro- 
grams. 
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2. THE INDUSTRY 


The industry consists of automobile and truck manufacturers and 
component parts manufacturers. There are about 800 companies with 
some 2,000 separate establishments. The Bureau of Labor Statistics 
reports that total employment in the industry in September 1955 was 
891,000, of whom 726,000 were production workers. The industry is 
centered in the State of Michigan, and is highly concentrated. In 
1950, the 4 largest companies employed 59 percent of all the workers 
in the industry and since then concentration has increased. 


3. THE UNION 


The dominant and for all practical purposes the only labor union 
in the industry is the United Automobile, Aircraft, and Agricultural 
Implement Workers of America (UAW-CIO). This union has 
organized close to 100 percent of the hourly paid workers in the auto- 
mobile, aircraft, and agricultural implement manufacturing indus- 
tries, and includes some thousands of workers in various fringe 
industries. 

President Walter Reuther’s report to the union’s 15th convention 
(March 1955) conservatively estimated the then total membership 
of the UAW-CIO as approximately 1,500,000. The report also stated 
that the average number of dues-paying members for the 23-month 
period, January 1953 to November 1954, was 1,331,685. Inasmuch as 
52 percent of all production workers in the automobile, aircraft, and 
agricultural implement industries in February 1955 were in the auto- 
mobile industry, it is probable that about the same proportion of the 
UAW’s total membership is in this industry. 

The majority of the automobile workers are employed by the Big 
Three: General Motors, Ford, and Chrysler: the number of UAW 
members employed by these firms being given in the above-mentioned 
report as 325,000, 140,000, and 110,000, respectively. Other firms em- 
ploying large numbers of UAW members include American Motors, 
Packard-Studebaker, Willys-Overland, Electric Auto-Lite, and Borg- 
Warner. 

UAW-CIO has its headquarters in Detroit and also maintains an 
office in Washington, D. C. The union has some 1,500 locals; it is or- 
ganized into 17 regions, and maintains 40 departments and 35 coun- 
cils. Some of the departments have been established along func- 
tional lines such as the political action, veterans affairs, legal, and 
social-security department, while the others have been formed to su- 
pervise and assist in collective bargaining with the larger companies 
or groups of companies, such as the General Motors department, the 
Ford department, the agricultural implement department, the Auto- 
Lite department, and the foundry department. The union has ap- 
proximately 800 full-time employees. 

The social-security department of the union is a consultative unit 
and furnishes technical services on pension and group insurance plan- 
ning and administration, and on hospital, medical, and other health 
programs. It performs actuarial studies and evaluations, and also 
advises in regard to governmental and community health and social- 
security programs. Its staff of 15 to 20 persons includes 3 or 4 special- 
ists on insurance programs and 2 actuaries. The functioning of this 
department in the welfare and pension fields will be discussed below. 
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4. THB COLLECTIVE-BARGAINING PROCESS 


Collective bargaining contracts in the automobile industry must be 
cosigned on the union's side by the international. In the case of small 
companies, the negotiations are conducted on the union side by the 
E involved, perhaps with the assistance of international union 
officers and specialists, with the resulting contract being cosigned for 
the international union at the regional level. In the case of the large 
companies, the negotiations are conducted by a union committee under 
the department of the international which deals with the particular 
company involved. The committee is composed of the top leaders of 
the international union, of representatives of that department, the re- 
gional offices and the local unions involved, together with specialists 
from the functional departments of the international union, if their 
subject matters are involved. To the extent that welfare and pen- 
sion plan provisions are involved in the negotiations, members of the 
social-security department are called in for assistance and advice. 
The Big Three contracts are for 5-year periods, but there are provi- 
sions for reopening the contracts by either side. 

Generally, the Big Three contracts set the pattern for the entire 
industry. However, separate collective bargaining is conducted with 
each company or plant, or with groups of companies in the few cases 
where the companies have joined together in an employer associa- 
tion, such as the Automotive Tool and Die Manufacturers Association 
in Detroit. While in general the contracts may follow those nego- 
tiated with General Motors, Ford and Chrysler, there are also many 
variations, due either to the mutual desires of the parties or to tha 
stronger bargaining position of one of them. Thus, in the welfare 
and pension field, the welfare and pension plans of the Big Three 
are similar to each other and the majority of welfare and pension plans 
in the industry follow their pattern; however, among the roughly 260 
pension plans and the 2,000 welfare plans there are many which vary 
from the Big Three pattern. 

The social security department of the international union has no 
direct control over the local unions as regards welfare and pension 
programs, and there is no requirement that the representatives of the 
union who are conducting collective bargaining negotiations must con- 
sult with the department. In practice, however, they do consult the 
department to a very considerable extent. In the case of pension plans, 
the social security department is consulted and allowed to play a 
strong part in nearly all negotiations (“9 out of 10”). In the case 
of welfare plans, members of the social security department are con- 
sulted and play a part in the negotiations of some of the larger plans, 
but are not consulted on many of the plans of the smaller bargaining 
units. In addition to its consultative function the social security 
department compiles information and statistics relative to all UAW 
welfare and pension plans. 


5. PENSION PROGRAMS 


Collectively bargained pension plans for hourly paid workers in the 
automobile industry were in many instances preceded by retirement 
programs for salaried employees and in some cases for hourly paid 
employees. Beginning in 1949, the UAW began to press for the in- 
corporation of pension benefits in its collective bargaining agreements. 
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за 1950, the union incorporated pension benefits in its contracts with the 

Three. It was decided that these pension plans should be on a 
ful y funded basis; the union conducted a 105-day strike against 
Chrysler Corp. to make the company agree to fund its pension program. 

At the present time, the union has bargained for some 260 pension 
plans covering over 1,100,000 workers. Statistics and estimates have 
not been compiled as to the aggregate annual amount of employer con- 
tributions required to finance pensions or current assets of pension 
plans, but it is clear that large sums of money are involved. The larg- 
est fund, General Motors, has assets exceeding $350 million, and the 
fund is currently increasing at the rate of $70 million a year. 

About 80 percent of the “UAW membership is covered by pension 
benefits, though less than 20 percent of the plants organized by the 
UAW have pension plans. Negotiations are resulting in the establish- 
ment by smaller concerns, of their own pension plans, and in the 
establishment of multiemployer plans, the largest being the afore- 
mentioned plan of the Automotive Tool and Die Manufacturers As- 
sociation in Detroit. It involves 82 companies and covers some 8,500 
workers. Three plans are financed by employers in diverse industries, 
namely, a plan in Toledo covering 2,000 workers in 27 plants; a plan 
in Detroit covering 600 workers in 6 plants; and a plan at Long Island 
covering an unspecified number of workers in 5 plants. 


(А) CHARACTERISTICS OF PRESENT PENSION PLANS 


The majority of the pension plans for hourly paid employees are 
noncontributory ; the employer pays all costs. 

Almost all of the plans provide benefits without regard to the level 
of earnings of the employee, the monthly benefit being a specified 
amount times the number of years of service. Most of the plans pro- 
vide for voluntary retirement at the normal retirement age of 65 and 
compulsory retirement at 68. 

Virtually all of the plans negotiated by the union provide benefits 
for employees who become permanently and totally disabled before 
reaching retirement age. Eligibility for these benefits is conditional 
upon the employees having reached a specified age or having had a 
minimum number of years of service, or both. 

Until 1955, very few of the plans provided for vesting. In the 
1955 negotiations with the Big Three, the union won a measure of 
vesting in the plans of these companies and is striving for similar 
provisions in plans of smaller companies. 

Most of the plans are “funded” plans. The majority, especially 
the larger plans, provide that the company pay into a fund the full 
current cost of benefits earned and, in addition, meet the initial past 
service liability over a period not exceeding a stated number of 
years. A somewhat lesser number provide that the company contrib- 
ute into a fund a certain number of cents per employee- hour worked, 
this amount having been determined sufficient on the basis of an 
initial actuarial study to meet the cost of the specified benefits. The 
employer's obligations toward the program are fulfilled by the contri- 
butions made. A small minority of trusteed plans are terminal funded. 
A few—about 10 percent—of the total number of plans negotiated 
by the union are of the insured type. 


16189—56— —8 
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Since the Big Three companies employ so high a proportion of 
all workers in the industry, and since their plans tend to set a pattern 
for the other companies, the pension plans of these companies will be 
described in more detail. 

The plans of these companies provide a monthly pension on retire- 
ment at age 65 of $2.25 times years of service. (Hence, an em- 
ployee with, say, 30 years of service would receive a pension of $67.50 
a month, exclusive of social security benefits.) Pensions are payable 
only to employees who have had at least 10 years of service. Retire- 
ment between 60 and 65 is permitted but at actuarially reduced rates. 
Retirement at age 68 is compulsory. 

Monthly benefits are payable for total and permanent disability, 
providing the employee is at least 50 and has had not less than 15 
years of service with the company, in an amount equal to $4.50 times 
years of service. When the disabled employee reaches 65, and is 
eligible for old-age benefits under social security, his disability bene- 
fits are reduced to the normal retirement payments. The contracts 
of the Big Three contain a provision that if permanent and total 
disability should be provided under the Federal systems, the dis- 
ability benefits payable by the company would be reduced by the 
amount of the disability benefit which the worker would receive from 
the Federal Government. 

Vesting is provided for an employee who leaves the company’s serv- 
ice after age 40 with at least 10 years of service. He becomes eligible 
for a deferred pension, payable at age 65, equal to $2.25 a month 
times his years of service after attainment of age 30. 

The Big Three contracts provide that the company establish a pen- 
sion fund and contribute annually to this fund an amount sufficient 
to fund both the pension rights earned during that year and the past 
service obligation over a 30-year period. ‘The amount is determined 
by a qualified actuary. The company furnishes the union each year 
with a statement certified by the actuary as to the contribution deter- 
mined to be necessary to meet the actuarial liability. 

Each of the companies has entered into an agreement with a bank 
(in the case of General Motors it 1s seven banks) to hold and invest 
the pension fund and to pay pension benefits to persuns authorized 
to receive them. 

The employee’s record of service is generally kept at the plants. 
At each plant there is a pension committee of an equal number of 
company and union representatives which reviews applications and 
decides whether the employee is eligible, and the amount of his disa- 
bility or pension benefit. In;each company there is also a central 
board, again composed of equal numbers of company and union repre- 
sentatives, which hears and settles cases which cannot be settled at the 
plant level. 

Apart from its role of authorizing pu the union does not 
participate in the administration. 1t has no voice in the selection 
of the bank trustee, the terms of the trust agreement, or the in- 
vestment of the pension fund. One of its past demands has been for 
some voice in investments. 'The Chrysler Corp. furnishes the union 
with a copy of the annual report of the bank trustee listing the invest- 
ments of the fund, and the actuary's annual valuation report. Gen- 
eral Motors does not give the union the actuary's valuation report but 
does provide a certification as to the contribution required to meet 
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.the actuarial liability, plus information as to the number of and 
amounts paid to pensioners and the number and age distribution of 
employees and past service credits. General Motors does not disclose 
the investments of the pension fund, but the total book value of the 
fund is a matter of public record, being set forth in the company's 
annual report to its stockholders. Ford provides the bipartite board 
of administration with annual information on the assets of the pension 
fund together with data as to the age, sex, and service record of em- 
ployees covered by the plan, the number of pensioners, and amount of 
retirement benefits. The union is provided directly with an actuary's 

certification that the company's funding obligations have been met. 


6. WELFARE PLANS 


With very few exceptions the welfare plans in the automobile in- 
dustry involve a single employer and his employees. In the Toledo, 
Ohio area, for example, the union has been instrumental in establish- 
ing one multiemployer plan covering a considerable number of small 
enterprises, which is financed by specified cents per hour contributions 
into a jointly managed fund. In Detroit, some 75 to 80 small com- 
panies making automotive tools and dies have established through 
their association a plan of group insurance for their employees. А 
master policy is taken out by the association, with each employer- 
member paying the cost for his employees. 

The great majority of all single employer welfare plans are unilat- 
erally administered and controlled by the employer. Under these 
plans the employer and union agree upon insurance benefits which 
will be provided the workers, generally with the employees making 
specified contributions and the employer bearing the remainder of 
the cost, or less frequently with the employer paying the whole cost. 

'This arrangement allows the employer to select the insurance carrier, 
to pay the insurance premium, and to retain any dividend or expe- 
rience rating refund paid by the carrier. While plans of this type are 
in the great m: jor ity, there is a significant proportion of plans which 
deviate from this pattern, and in which the union has a voice in the 
administration of the plan. 

The welfare plans of General Motors, Ford, and Chrysler are sim- 
ilar, and represent the dominant pattern. 

The General Motors Corp. plan, for example, is companywide, hav- 
ing been agreed to by each of the 18 unions which represent the em- 
ployees. 'The corporation has one plan for its hourly paid employees, 
and another for its salaried employees. The following account deals 
only with the plan for hourly paid employees. 

The program, in effect, has two parts, one covering hospitalization, 
surgical and in-hospital medical benefits, and the other covering life 
and disability insurance. The UAW-CIO has generally preferred 
Blue Cross to insurance company coverage for hospitalization, and, 
though less strongly, Blue Shield to insurance coverage for surgical 
and in-hospital services. Following these preferences, the cor pora- 
tion makes available to its employees at each plant location the local 
Blue Cross and Blue Shield plan. The company pays half of the cost 
for the single employee, and half of the cost for dependent coverage, 
up to a ceiling of what the company pays for the comprehensive con- 


tracts of the Michigan Blue Cross and Blue Shield plans. 
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The insurance program consists of (a) life insurance prior to age 65 
in amounts varying from $3,500 to $7,500 depending upon the em- 
ployee's base hourly rate; (5) continued life insurance after 65 in 
reduced amount, but with. no employee contributions; (c) accidental 
death and dismemberment benefits at 50 percent of the life insurance 
in force; (d) in event of total and permanent disability, payment of 
the face value of the life insurance, less $500 in insurance which re- 
mains in force, in 50 monthly installments, and (e) weekly sickness 
and accident benefits of from $35 to $85 weekly, according to pay, for 
up to 26 weeks. 

Employee contributions for these benefits vary from 50 cents to $1.30 
weekly, depending on the hourly wage. The company pays the re- 
mainder of the cost plus the cost of administration. 

General Motors insures with the Metropolitan Life Insurance Co., 
which has been the carrier since the inception of the program in the 
twenties? The union has had no voice in the selection or retention 
of the carrier. General Motors self-administers the insurance for dis- 
ability, i. e., it processes and pays disability claims; the insurance 
company processes and pays life and accidental death and dismember- 
ment claims. Procedures exist whereby the union can intercede for 
employees who have complaints or grievances under the insurance 
program; otherwise the union has no role in administration of the 
program. 

General Motors, and the same is true of Ford and Chrysler, does 
not disclose to the union the premium costs, incurred claims, dividends, 
net retention by the insurance company, or the division of cost of the 
program between the company and its employees. The union has re- 
peatedly but unsuccessfully sought this information. General Motors’ 
position is that it has agreed to make certain specified benefits avail- 
able in return for certain employee contributions and that the precise 
cost to General Motors is its business alone. 


(A) ADMINISTRATIVE PATTERNS OF WELFARE PLANS IN THE INDUSTRY 


In order to obtain more precise data as to the characteristics and 
costs of welfare plans in the automobile industry, a questionnaire was 
sent to 115 companies which had bargaining relations with the 
UAW-CIO. These companies were selected at random but in such 
manner that there was appropriate representation of companies of 
various size. Usable replies were received from 48 companies. In 
addition, questionnaires were completed by four companies whose wel- 
fare plans were selected for specjal study. 

Table 1 indicates the prevalence of the different types of adminis- 
trative arrangements found among concerns of ee various size groups. 
This table relates to insurance programs only, i. e., exclusive of Blue 
Cross and Blue Shield since under the latter мм once the initial 
selection has been made, questions involving administrative control 
of the programs do not arise. 


? Another carrier is used for the disability insurance for employees in California. 
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TABLE 1.—Distribution of automobile companies according to type of adminis- 
tration of insurance program (exclusive of Blue Cross-Blue Shield) 


| | 
| Number of | Number of concerns with non- 





Number of | Concerns | traditional pattern and 
+ 7 2. | ree м 
Size of concern | concerns | m | description of same 
ladministra-| | — —— 


| reporting 
| tive pattern) Number | Type (see code) 


| 
Number of employees: | | 
1| А 


RENEE Ld. да љиљана ње 4 | 3 А. 
200010 09008... erroe none онсе 8 | 3 | 5 | 1B; 1C; 2D; 1E. 
ее. и 9 8 1 | 1D. 
500 to 999... ба | 10 | y 1 | 1C. 
Па а бива 13 112 1 | 1F. 
25 to 99 —— — 8 | 28 0 | 
— —— — — À 
puo MATES а — 52 43 9 


1 But on 6 of these union had voice in selection of insurance carrier. 
? But on 4 of these union had voice in selection of insurance carrier. 
CODE 


A—Company pays into a jointly managed health and welfare fund a specified amount per month per 
employee; employees pay balance of cost. Union and management have equal voice in determining insur- 
ance program, disposition of fund, and selection of carrier; insurance dividend is eredited to fund. 

B—Company pays premiums for specified insurance coverage to insurance company selected by union; 
policy is issued to union and union receives insurance dividend, if any. 

C—Company pays specified cents per hour to company controlled fund used only for payment of insur- 
ance premiums; employees make specified contributions. Carrier selected by joint negotiation. Fund 
receives insurance dividend. 

D—Company contributes specified cents per hour to jointly managed fund; fund trustees select carrier 
and fund receives dividend. No employee contribution 

E—Company pays specified amount to union which takes out and administers insurance program and 
receives dividend. 

F—Company pays entire cost for employees; employees pay entire cost for dependents. Insurance divi- 
депа із shared between company and union, and union's share goes into union Christmas fund. 


Of the 52 concerns from which usable data were received, 43 
followed what may be called the traditional pattern of employer 
control and 9 deviated from the pattern toward union control or par- 
ticipation. The traditional pattern is where the employer controls 
the program, pays all of the cost, or pays the remainder of the cost 
over and above fixed contributions of employees, selects the carrier, 
and receives the insurance dividend or experience rating refund, if 
any. 

The deviations were noted, especially among concerns with 3,000 to 
10,000 employees. In such nontraditional plans the usual arrange- 
ment is that the employer pays a fixed contribution on a cents-per- 
hour basis to a jointly managed health and welfare fund, and em- 
ployees pay on a similar basis; the union and employer have equal 
voice in determining the insurance program and selection of carrier; 
and any insurance dividend is credited to the fund. 

In another instance the arrangement is similar, only the company 
controls the fund which is used for payment of insurance premiums; 
the carrier is selected by joint negotiation, and any insurance dividend 
is credited to the fund. 

Still another arrangement provided that the company pay the 
premium for a specified insurance coverage to an insurance company 
selected by the union. The union receives the insurance dividend, or 
would receive it if there was one. The company’s sole responsibility 
is that of paying a specified premium per employee; beyond that it 
has nothing to do with the program, and receives no information as 
to the insurance experience. It is probable that this type of arrange- 
ment is illegal under the Labor Management Relations (Taft-Hart- 
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ley) Act, 1947, for the union is receiving a “thing of value”—namely, 
an insurance contract, but there is no jointly managed fund. 

In still another arrangement of the same sort, the company makes 
a specified payment to the union for a specified coverage, and the 
union then handles the insurance. It holds the policy and receives the 
dividends, if any. Again there is the possibility that this type of ar- 
rangement is illegal under the Taft-Hartley Act. 

In addition to the above patently nontraditional arrangements, 
there were a considerable number of instances among the plans classi- 
fied as traditional in which the union had a voice in the selection of 
the insurance carrier, and in some cases selected the carrier. Among 
the smaller concerns of less than 500 employees, the union participated 
in or dominated the selection of the carrier in about half of the cases. 

Perhaps two conclusions may be drawn from this showing: First, in 
this industry, with a powerful, aggressive union which is demanding 
a voice in the control of welfare and pension programs, there has de- 
veloped a considerable number of instances in which the union shares, 
in some significant way, in the administration of the insurance pro- 
gram, and second, there are a considerable number of other instances 
where the insurance program on the surface is unilaterally admin- 
istered by the employer, but where the union has considerable share 
in control. 

(B) DIVISION OF THE COST OF WELFARE PLANS 


Information on the division of the cost of welfare programs be- 
tween employers and employees was obtained in the questionnaire 
survey and the findings are set forth in the table below. For the four 


largest concerns in the sample—including General Motors, Ford, and 
Chrysler—of the total net cost of the welfare program, including 
Blue Cross and Blue Shield, and inclusive of dependent coverage, 
approximately 50 to 53 percent was paid by the employees and the 
remainder by the companies. For the remaining groups the percent 
of the net costs borne by employees was markedly less—ranging from 
15.6 to 31.3 percent. Among the smaller concerns, especially, there 
was a goodly number in which the employer paid the whole cost of 
the program. 


Percent of total net cost of welfare program (including dependent coverage) 
borne by employees 


Number of 
companies Percent of 
providing total net cost 
usable infor- borne by 
mation on employees 
this point 


Size of company 


Number of employees: 
10,000 and over 
3,000 to 9,999... 
1,000 to 2,999... 
500 to 999 
100 to 499. . 

25 to 99 
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(C) ADMINISTRATIVE COSTS, INCLUDING INSURANCE COMPANY RETENTION 


Complete data on costs of administration are not available. The 
costs of administration are the costs to the employing company of 
making the insurance available and of self-administering such benefits 
as are provided. 

The employer assumes some costs in making an insurance program 
available to his employees, in deducting employ ee contributions from 
pay, and in remitting payments to the 'arrier, etc. Few companies 
ever bother to isolate and determine these costs. They are believed to 
be relatively small, probably ranging from 1 to 3 percent of the total 
— involved, depending on the size of the risk. 

Many large employers administer benefits under their insurance pro- 
grams. They receive claims, determine applicant eligibility, and pay 
claims through drafts written on the insurance company. Insurance 
companies generally calculate that the cost of administering claims 
on large cases amounts to 1 to 2 percent of premiums, and when an 
employer takes over these functions they are willing to reduce pre- 
miums by this amount. 

The major expense item of an insurance program is the percentage 
of premium retained by the insurance company over and above the 
claims and any dividend or rating refund paid to the policyholders, 
which in the main are a function of the size of the risk. Returns to the 
subcommittee’s questionnaires reveal a wide range in these charges, 
as follows: 


Average insurance retention (excess of billed premiums over the sum of claims 
and dividends or rating refunds, as a percent of premium) 


inies provi 
| sa le informa- 
| tion on this point 


4 verage retention 


percent 


Nt imber of com- uil 
Size of company пи 


Number of employees 
10,000 and over.. 1 
3,000 to 9,999 6 | 2 
1,000 to 2,999 S 
500 to 999 g 1 
100 to 496 1 
25 to 99 6 3 


! Figure not representative because of different methods of underwriting and handling reserves. 
? Figure not representative because of sizable minus retention in case of 1 compàny. 
* Figure not representative due to small sample. 


Probably the majority of auto workers who have Blue Cross-Blue 
Shield coverage are included under the Mie 'higan programs. In 1954, 
Michigan Blue Cross had an administrative expense ratio (all admin- 
istrative costs as a percent of subscription income) of 4.8 percent. 
The analogous ratio for Michigan Blue Shield was 8 percent. In this 
year Michigan Blue Cross had no net income, but instead incurred a 
deficit of 5 percent of premiums; the Blue Shield plan had a net in- 
come of 2 percent. (In other words, the net insurance retention by 
Blue Cross-Blue Shield, or on a basis comparable to that shown for 
the insurance companies, was minus 0.2 for Blue Cross and 10 percent 
for Blue Shield.) 
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7. SUPPLEMENTARY UNEMPLOYMENT BENEFIT PLANS 


In its drive to obtain the so-called guaranteed annual wage for its 
members, the UAW-CIO succeeded during 1955 in negotiating plans 
for supplemental unemployment benefits with many of the larger 
companies with which it has bargaining relations. By the end of 1955 
over 1,100,000 of its members were covered by agreements making 
provisions for these benefits when and if the necessary State legisla- 
tion becomes effective. 

The supplemental unemployment benefit plans made with the Big 
Three are very much alike, also the plans negotiated with other larger 
companies. The Big Three pattern is as follows: 

The plans would cover all hourly rated employees having at least 
1 year’s seniority with the company. 

They would give the eligible laid off employees cash benefits rang- 
ing up to $25 a week for a maximum of 26 weeks. 

The benefits paid would supplement the unemployment compensa- 
tion benefits paid under the various State programs. Within the 
$25 maximum the supplementary private benefits when combined 
with his State’s unemployment compensation benefits would give the 
employee an amount equal to 65 percent of his takehome wage, i. e., 
his weekly wages after taxes, for the first 4 weeks in which he was 
entitled to benefits, and thereafter 60 percent of his weekly take-home 
wages. 

To provide these benefits each company will establish a trust fund 
or 2 separate trust funds, 1 trust fund being for regular employees 
and the other being for employees engaged on defense work. 

The companies will contribute to the funds on the same basis, i. e., 
5 cents per employee hour for employees on the defense and nonde- 
fense types of work. 

The companies will contribute to each fund until a specified maxi- 
mum total, known as a maximum funding position is reached. This 
total will vary with increases or decreases in the number of people 
emploved by the company. Ford’s fund must reach approximately 
$55 million on the basis of the company’s present number of employees 
before the company is exempt from further payments. GM's quota is 
around $150 million. When the funds reach these amounts company 
contributions cease. Whenever they drop down to less than these 
amounts, the company payments resume. 

The actual amount workers would draw in such supplementary bene- 
fits would depend upon the level of unemployment compensation bene- 
fits in the State in which they work, and also upon their number of 
dependents. 

In Michigan, where unemployment benefits are high, a single man 
ordinarily making $84 a week would be able to draw $30 a week from 
State funds a week after he is laid off. Under the Ford plan, he 
would draw an extra $15.05 in benefits from the fund for 4 weeks and 
$11.59 for the next 22 weeks. Another worker, also earning $84 a 
week, but with a wife and four children will get $43 from the State but 
only $9.53 and $5.29 a week from the supplementary fund. 

In States where the unemployment benefits paid by the unemploy- 
ment compensation program are lower, the workers will draw rela- 
tively larger amounts in supplemental benefits from the fund. 
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This disparity in benefits for workers in different States is defended 
on the grounds that one motive of the whole program is to push up 
the level of State unemployment compensation. Originally the State 
unemployment compensation programs were set up so as to provide 
most workers with benefits equal to 50 percent of wages. In virtually 
all cases, however, maximums have been set to these benefits. These 
maximums have not been increased with increases in the general level 
of wages. The result is that in many States the great majority of 
workers, if laid off, would receive in unemployment benefits far less 
than 50 percent of their normal wages 

The amount of the weekly suppleme ntary benefits will not normally 
be affected by the trust fund position. However, should the trust-fund 
position fall below 13 percent of the maximum funding position there 
would be a 20 percent reduction in the benefits. Should the trust fund 
position go below 4 percent no benefits would be paid until the fund 
had regained that point. 

The duration of benefits for each individual will vary in propor- 
tion to the relative amount of assets in the trust funds and in the num- 
ber of credit units held by the employee, these credit units being re- 
lated to past months of employment. 

All of the plans provide that before the plan can become effective, 
rulings must be obtained in States in which the company has two- 
thirds of its employees that simultaneous payment of supplementary 
benefits will not reduce or eliminate State unemployment benefits. 


C. THE COAL MINING INDUSTRY 


This industry has two parts, bituminous and anthracite mining. 
A very high proportion of bituminous coal miners and all anthracite 
coal miners are members of the United Mine Workers of America. 
In each segment of the industry, the union and the coal operators have 
established a jointly man: wed welfare and retirement fund to which 
all employers signatory to agreements with the union contribute. To 
all intents and purposes the programs of these funds constitute the 
tot: ality of welfare and pension plans in the industry, since few em- 
ployers have any supplementary insurance or pension plans for their 
own employees. 

1. BITUMINOUS MINING 


The United Mine Workers Welfare and Retirement Fund for the 
bituminous coal industry was made the subject of a special and in- 
tensive study by the subcommittee staff. A report on the operation 
of this program will be found in section VI, C of part II, of this re- 
port. In brief. this fund provides the following benefits. 


(a) Pensions of $100 a month for retired miners: 

(b) Funeral expenses of $350 and widows’ and survivors’ bene- 
fits of $650 ($1,000 in toto) for survivors of deceased miners: 

(c) Mine disaster benefits paid to dependents of miners killed 
or injured in mine disasters, intended to bridge the income gap 
until compensation or other benefits are paid ; 

(4) Hospital and medical care benefits which provide for com- 
prehensive in-hospital care, services of specialists on an out- 
patient basis, and drugs and supplies for nonhospitalized patients 
where the prognosis is for an extended period of use. These serv- 
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ices are available to all working unemployed, or retired miners 
and their dependents. 
The benefits listed above are financed by employer contributions 
of 40 cents on each ton produced, and are provided on a self-insured, 
self-administered basis. 


2. ANTHRACITE MINING 


The operation of the health and welfare fund for the anthracite 
coal industry is described below. No investigation was made of this 
fund; the following brief report is based on correspondence with the 
fund and the annual audited reports of the fund for the years 1950-54, 
inclusive. 

The anthracite health and welfare fund was established in June 
1946 through a joint agreement between the anthracite operators and 
the United Mine Workers of Americ a, districts 1, 7, and 9. It pro- 
vided for establishment of the fund and for payment by each signa- 
tory operator of 5 cents on each ton of anthracite produced for use 
or for sale. Subsequent agreements increased the royalty: In 1947, to 
10 cents per ton; in 1948 to 20 cents; in 1950 to 30 cents; and in 1952 to 
50 cents per ton. 

The agreement provides that the fund is to be managed by a board 
of trustees of three persons, one appointed by the UMW, the second 
by the coal operators, and the third to be jointly named. It also states 
that the fund may provide pension, disability, medical, and other bene- 
fits, but the precise benefit program of the fund is determined by the 
trustees. 

At present, the fund pays pensions of $50 per month to employees 
who have been working in employment cl: assified under the joint wage 
agreement between the anthracite operators and the United Mine 
Workers of America, who have attained the age of 60 years, and who 
have worked for at least 20 years in the anthracite coal industry. 
Death-benefit payments of $ $500 are made to survivors of deceased 
members of the UMW, districts 1, 7, and 9, who are suffering a de- 
pendent wage loss as a result. 

Prior to January 1, 1954, the pension payments were $100 a month 
and the death-benefit payments were $1,000. The trustees found it 
necessary to reduce these benefits because of insufficient money in the 
fund resulting from the decrease in the amount of anthracite coal 
mined. 

The trustees of the fund also initiated a program at Jefferson Medi- 

al College Hospital at Philadelphia, Pa., for research relative to sili- 
cosis and the treatment and hospitalization of miners who are afllicted 
with silicosis, which has a relatively high incidence among anthracite 
coal miners. Applicants for treatment are first sent to Barton Me- 
morial Hospital, Philadelphia, which is operated by Jefferson Medical 
College Hospital, and if followup treatments are necessary, they are 
later referred to Whitehaven, which is also owned and operated by 
Jefferson Medical College Hospital. 

The fund also prov ides medical and rehabilitation benefits for those 
hardship cases eligible under the joint anthracite wage agreements 
who cannot otherwise obtain help. The amounts expended for these 
purposes in each of the last 5 years have been relatively minor 
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(A) FINANCES OF THE PROGRAM 


The financial experience of the fund over the past 5 years is set forth 
in table 2. Total receipts in the past 5 years have amounted to 
$55,843, 389. For death benefits, over the same period, the fund has 
expended $4,224,153 or 7.5 percent of receipts; for medical and re- 
habilitesion benefits, $68,392 (0.1 percent); for pension benefits, 
$55,313,000 or 99.1 —— of total receipts; for silicosis research and 
treatment, $698,238 or 1.3 percent of fund receipts; for administra- 
tive expenses, including — of furniture and equipment, $496,686 
or 0.9 percent of fund income. 

Total expenditures over the 5 years amounted to $60,800,499 or 
108.9 percent of the income over that period, or $4,957,110 more than 
was paid into the fund. 

The fund started the year 1950 with an unexpended balance on hand 
of $1,279,389. In each of the 4 years, 1950 through 1953, fund expend- 
itures exceeded income and the fund only managed to provide the 
benefits paid by obtaining from the United Mine Workers loans which, 
at the end of 1953, amounted to $4,408,334. It became apparent that 
drastie steps had to be taken to reduce benefit expenditures to a level 
that the fund could afford. Accordingly, as has been indicated 
earlier, in January 1954, the pension benefits were cut from $100 to $50 
a month, and the death benefits also halved. Аза result of this step, 
the fund showed an excess of income over expenditures for 1954 of 
$535,258. 

At the end of 1954, the fund had a deficit of $3,677,721. It had cash 
on hand of $730,612 and owed loans in the amount of $4,408,33 

It is apparent that this fund has been operated very economically. 
Administrative expenses over the past 5 years have amounted to less 
than 1 percent. 

It is also apparent that the fund has in the past miscalculated what 
its receipts and benefit expenditures would be. The source of the 
fund’s difficulties has been the sharp decline in the production of an- 
thracite coal.* This decline has been such as to substantially negate 
increases in royalty payments which the union has obtaine 2 sine e 1948. 
'The decline in production has probably also induced many miners to 
retire and apply for pension benefits more than wouk 1 have retired if 
employment opportunities in the anthracite coal mines had remained 
stable. 

The subcommittee has received a considerable number of letters from 
former anthracite miners complaining because their pensions have bee n 
eut in half. It seems apparent that the fund was forced to this alter- 
native. 


8 Production of Pennsylvania anthracite since 1947 has been as follows: 1947, 57,190,000 
tons ; 1948, 57,140,000 tons ; 1949, 42,702,000 tons ; 1950, 44,077,000 tons ; 1951, 42,670,000 
tons; 1952, 40,583,000 tons; 1953, 30,949,000 tons ; 19: 54. 21.118,000 tons. 
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D. THE CLOTHING INDUSTRY 


1. THE LADIES’ GARMENT INDUSTRY 


Subcommittee staff members received much of the information on 
which this section of the report is based from representatives of the 
International Ladies’ Garment Workers Union, officials of subsidiary 
bodies, and executive officers of several of the funds established under 
the union's auspices. Officials of two of the main industry associa- 
tions in the field, United Popular Dress Manufacturers! Association 
and Merchants' Ladies Garment Manufacturing Association, provided 
valuable data on the development and present operation of the pro- 
grams. The Bureau of Labor Statistics made available information 
on employment and the characteristics of the establishments embraced 
within the industry. 

(A) THE INDUSTRY 


As used in this report, the term “ladies’ garments” is deemed to 
include the following items: Women’s, misses’, and juniors’ outer- 
wear, women’s and children’s underwear, corsets and brassieres, chil- 
dren’s and infants’ wear, knit outerwear and underwear, women’s serv- 
ice apparel, sportswear, robes, rainclothing, and scarves and neckwear. 
Employment in the three largest branches is as follows: Outerwear, 
365,000; underwear, 117,000; and children’s wear, 72,000. An esti- 
mated 60 to 75,000 additional workers are employed in the remaining 
branches; total employment in the industry thus approximates 600,000. 

Much of the industry is centered in the New York area, but there 
are important concentrations in Philadelphia, Boston, Chicago, St. 
Louis, Kansas City, Los Angeles, and San Francisco. 

The garment industry in the very important New York area operates 
under a unique system of production. There are three types of manu- 
facturers—the inside manufacturer, the jobber, and the contractor. 

The inside manufacturer makes a capital investment in the business, 
operates a showroom, a cutting room, a sample room, and factory of 
his own. He designs, employs a designer, a sketchmaker, and a pat- 
ternmaker. He buys goods and selects models to be made. He employs 
live models to show his goods and sells directly to his wholesale 
customers. 

The jobber performs all of the functions of the inside manufacturer 
except that the garments are not assembled on his own premises but 
are processed by contractors. : у 

The contractor invests little capital, does no buying, selling, design- 
ing, and maintains no sample room. His establishment serves the 
single purpose of assembling the bundles of cut cloth sent to him by a 
jobber into finished garments. ; 
` The industry is characterized by pronounced seasonal fluctuations 
in demand and production and by small-scale operation. Jobbers and 
contractors are responsible for the bulk of the goods produced ; about 
80 percent of New York employees are in contract shops. AT 

In the 1920's, the contractors had few resources and competition 
among them for business was keen. Wages fell to the starvation level ; 
manufacturers and jobbers disclaimed responsibility. 

In 1924, the union demanded that the jobber assume responsibility 
for the conditions and wages of the contractors’ workers. The jobbers 
resisted, and a long strike resulted. Governor Smith appointed the 
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George Gordon Battle Commission which studied the problem for 2 
years and recommended that the jobber must assume the responsibility 
for the workers employed by his contractor. 'This principle was not 
accepted until a code was established for the garment industry under 
the National Recovery Administration in 1933. When health, vaca- 
tion, and welfare and pension funds were established, the jobber was 
required to contribute in the same manner as the inside manufac- 
turer, 
(B) COLLECTIVE BARGAINING 


The manufacturers, jobbers, and contractors are organized into vari- 
ous associations for the purpose of bargaining with the union and in 
some cases with each other. There are more than a hundred of these 
employer associations. The New York Cloak Joint Board negotiates 
contracts for the 10 locals of which it is composed and it operates a 
health and welfare fund and a retirement fund serving all of these 
locals. The same is true of the New York Dress Joint Board which is 
composed of four locals. Most of the other local unions negotiate their 
own contracts and operate their own welfare and pension funds except 
for those which are members of joint boards in other large garment 
centers across the country. 

Under the New York arbitration laws, an impartial chairman is 
appointed to conduct hearings and adjudge controversies which arise 
in the garment industry in New York. The impartial chairman, whose 
decisions may be confirmed by application to the State courts, has the 
power to award monetary damages for breach of contract and to 


release a jobber from his obligation to maintain his contractor on good 
cause shown. This salary and expenses are paid by the various asso- 
ciations and the union. He acts as impartial chairman in all contro- 
versies arising in the garment industry including the health and 
welfare funds. This approach is paralleled in other garment manu- 
facturing centers, and the industry has been free from major industrial 
strife for a long period. 


(C) DEVELOPMENT OF WELFARE AND PENSION PROGRAMS 


In 1938, Local 91 of the International Ladies Garment Workers Un- 
ion, an organization of children’s dressmakers, made the revolutionary 
proposal that the employers contribute a percentage of their payroll 
into a pooled fund from which vacation pay was to be given to union 
members. This plan was accepted and eliminated the loss of vacation 
money because of change in jobs or failure to pay when an employer 
was forced out of business. In 1942, the dress joint board in Philadel- 
phia signed a contract providing for a single pooled fund from which 
not only vacation but also sick, hospitalization, and other welfare bene- 
fits were to be paid to all workers, Soon the demand for health and 
welfare funds became an established item in most of the collective 
bargaining negotiations of the locals. In 1944, the New York Cloak 
Joint Board negotiated retirement benefits and the other joint boards 
and locals followed suit until today, there are within the ILGWU 89 
health and welfare funds covering 365,000 members with a combined 
total of net resources amounting to over $147 million. 
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(D) HEALTH AND WELFARE FUNDS 


The health and welfare funds of the various locals and joint boards 
are jointly administered by boards of trustees representing manage- 
ment and labor equally and with an impartial chairman to break any 
deadlocks in the voting. The amount of employer contributions varies 
in all of the different contracts, from 3.5 to 5 percent of payroll for 
health and welfare and vacations * and from 1.5 to 4 percent for ге- 
tirement. Benefits are paid directly from the funds without resort 
to insurance and include (a) vacations benefits, (b) medical, surgical, 
and hospital care, (c) life insurance, (d) disability insurance, (e) 
maternity benefits, and (f) eye-conservation benefits. In the 1955 
contract negotiated by the Dress Joint Board of New York, the em- 
ployers agreed to pay 5 percent to health and welfare instead of 4 
percent, and to relieve the trustees of the disability program by buy- 
ing disability insurance for the employees (on a noncontributory 
basis) from insurance companies. They also agreed to pay 3 percent 
into the retirement fund which will be increased to 3.5 percent on 
February 1, 1956. The 5-percent contribution will be used to pay 
vacation benefits and to install a new comprehensive medical and 
hospital program. Claims against the health and welfare fund are 
administered by the local union. Claim forms are filled out by the 
claimant and his attending physician. The claimant is then exam- 
ined by a doctor employed by the fund, to confirm the judgment of 
the attending physician as to probable duration of the disability. 
Payments begin on the eighth day of the disability. 


(E) RETIREMENT FUNDS 


Most of the retirement funds provide for benefits when an applicant 
has reached the age of 65 and has been employed for 20 of the last 
25 years in the industry by shops having contractual relations with 
the union, the last 10 years of which must have been continuous. Be- 
cause of the seasonal nature of the industry, provision is usually made 
for periods of layoff. For example, in the retirement fund of the 
Dress Joint Board of New York, the applicant must have worked 
continuously for a contributing employer since April 1, 1947, except 
for layoff, illness, and the like. In computing the balance of the 
required 20 years, the worker is given credit for each year of employ- 
ment by a covered employer * between January 1, 1933, and April 1, 
1947, and 1 year for every 5 years of employment by a covered em- 
ployer prior to January 1, 1933. Another manner of providing for 
the seasonal nature of the work is found in the retirement fund of the 
coat and suit industry in New York which provides that in the case 
of an applicant over 65 years of age a total of 3 years of the required 
period of continuous employment may be excused where there is proof 
to the reasonable satisfaction of the pension committee that, although 
attached to the coat and suit industry, he was unable to obtain employ- 
ment although available therefor, or that he was unable to work be- 
cause of illness. 


4In some areas, vacation payments are made directly by the employers, and payments to 
the funds are at a lower rate. 
5'The covered employer is an employer having a contract with the union. 
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There is a reciprocity provision whereby the various industry 
funds within the union will pay a pro rata share of the benefit accord- 
ing to the time worked in each industry by the claimant.* 

The monthly benefit in most cases is $50 per month but the New York 
coat and suit industry fund recently raised its benefits to $65 per 
month. There is also a provision for early retirement of persons be- 
tween the ages of 60 and 65 who are totally and permanently disabled 
and have met the other requirements stated above. 

The number of applicants who may be approved for retirement is 
not subject to limitation in the New York dress industry fund where 
all applicants found to be eligible must be approved and granted re- 
tirement benefits. The New York coat and suit industry fund limits 
the number of approved applicants for retirement to the number which 
'an be assured payment of the benefit for the rest of their lives. In 
the latter case the list of persons approved for retirement gives preced- 
ence on the basis of age—the oldest are retired first. To date, all eligi- 
ble persons who have applied for retirement are receiving benefits. 

In connection with proof of the required number of years of em- 
ployment by a covered employer (but not necessarily a contributing 
employer), membership in good standing in any branch of the local 
is accepted as prima facie evidence thereof. The applicant is also re- 
quired to have the Social Security Administration furnish the retire- 
ment board with a record of employment. A third record is sought 
from the employers in question. 

Application for retirement is peme upon by a pension committee 
of the board of trustees and can be appealed to the appeals committee 
of that board whose decisions are final. 'The board of trustees, often 
called the retirement board or the retirement council, is usually com- 
posed of a number of members from the employers' associations and a 
number of members from the unions, each side of the table having an 
equal aggregate vote. One vote is given to a public member selected 
by the parties for the purpose of breaking deadlocks. In the New 
York coat and suit fund the pension committee is appointed by the 
chairman of the retirement board and is composed of all the joint 
board representatives and three of the association representatives on 
the board. "Three members of the committee present at any meeting 
constitute a quorum. "The appeal committee is composed of the inter- 
national representative, a representative of the associations, who is not 
a member of the pension committee, and the chairman of the retire- 
ment board. 

(F) INTERNAL CONTROLS 


Each fund employs a staff of auditors who regularly examine the 
books of the employers to determine whether on not proper contribu- 
tions have been made to the funds. Discrepancies are very often found 
and adjustments made. If the employer refuses to make up any de- 
ficiency, the matter is taken before the impartial chairman. If the 
award of the chairman is not paid, the union will &pply to the State 
courts to confirm the decision of the impartial chairman and proceed 
to attach the property of the emplover. 

Zach fund submits a complete financial report to the international 
each month. The international’s director of health and welfare funds 


e More recently, reciprocity has been extended to encompass reciprocal arrangements 
between different regions. 
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is often called upon to enter into the negotiations of the locals and 
joint boards. The international publishes an annual financial report 
on all of the health and welfare funds and the retirement funds. 
Copies of this report are distributed to the locals, the trustees, the 
employer associations and other interested parties. 


(G) ADMINISTRATION COSTS 


All of the funds are controlled by joint boards of trustees who em- 
ploy staffs to administer them. Some of these staffs operate out of 
offices controlled by the locals or joint boards concerned, and others op- 
erate out of offices controlled by either the employees or the trustees 
themselves. The international has established a policy of allowing 
about 5 percent of income for administrative expenses of health and 
welfare funds operated out of union offices and about 3 percent for ad- 
ministrative expenses of retirement funds operated out of union offices. 
Administration costs vary from about 3 to 12 percent of income among 
the various funds. The variation is contingent in some degree on the 
size of the operation and its period of existence. The overall average 
for 1954 was 5.8 percent for health and welfare funds and 3.9 percent 
for retirement funds. 

(H) INVESTMENTS 


Although the bylaws of most funds permit investment of funds in 
those securities permitted by the New York laws regulating invest- 
ment of trust funds the funds follow the general policy of the ILGWU 
by investing only in United States Government bonds. Recently 
funds have been permitted to invest up to 10 percent of their capital 
in real-estate mortgages acceptable to New York savings banks and 
in Federal savings and loan associations. This permits some invest- 
ment in the new ILGWU housing program. 


(I) HEALTH CENTERS 


Sixteen health centers are maintained across the country by the in- 
ternational and the employer-employee trustees where onsite medical 
care is dispensed. Most of the centers maintain complete laboratory 
and X-ray facilities, and a high level of diagnostic and therapeutic 
services are offered. 


2. THE MEN’S CLOTHING INDUSTRY 


The subcommittee study of this industry included conferences with 
representatives of the Amalgamated Clothing Workers of America, 
CIO, the Amalgamated Life Insurance Co., Inc., the Clothing Manu- 
facturers’ Association of the United States, and the United States Bu- 
reau of Labor Statistics. The study embraced industry segments rep- 
resenting about 90 percent of the total industry. Limitations of time 
did not permit inquiry into details of the pension and welfare pro- 
grams of the United Garment Workers of America, AFL, which repre- 
sents the remaining 10 percent of the industry’s workers. 


16189—56——9 
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(A) THE INDUSTRY 


The 7 branches of the industry, which consists of hundreds of rela- 
tively small plants in 41 States, are: Men's and boys' clothing, cotton 
garment, men's neckwear, washable clothing, retail clerks and bushel- 
men, cleaners and dyers, and specialized laundry workers. 

Much of the industry is centered in New York and Chicago with 
important concentrations in Philadelphia, Los Angeles, Cleveland, 
and Rochester. 

The industry is almost entirely unionized and enjoys unusual free- 
dom from labor unrest. Industrywide the workers are 80 percent 
women; male workers are craftsmen with long employment tenure. 

This industry enjoys the keenest interest and cooperation of man- 
agement and labor in the operation and administration of its welfare 
and pension programs, which provide an exemplary illustration of 
both management and labor trustees assuming their full fiduciary 
responsibilities. 

(B) COLLECTIVE BARGAINING 


The Amalgamated Clothing Workers of America is an international 
union with locals in 41 States and Canada and approximately 400,000 
members. Most of the membership is concentrated in New York, 
Rochester, Philadelphia, Cleveland, Chicago, and Los Angeles. In the 
larger areas the various locals representing workers in the diverse 
branches of the industry are amalgamated into joint boards. This or- 
ganizational structure promotes efficienc y of administration and lends 
itself to effective collective bargaining. 

Agreements are negotiated largely between the joint boards of the 
union and the local bodies of the national associations of clothing 
manufacturers representing the seven branches of the industry. In 
accordance with the bylaws of both the national and local management 
associations, bargaining agreements are binding upon all manuf: 1C 
turer members. These organizations cover 99 percent of the men's 
clothing industry, thus resulting in fairly uniform benefits in wel- 
fare and retirement programs throughout the industry. A new 5-year 
contract was recently concluded. Reopening clauses and continuing 
actuarial studies make reappraisal possible whenever necessary. 


(C) DEVELOPMENT OF WELFARE AND PENSION PROGRAMS 


The first employee benefit fund in this industry was established in 
Chicago in 1923 to provide unemployment insurance through con- 
tributions of 2 percent of wages by employer and 1.5 —— Бу ет- 


ployee. This fund eventually was extended to the Rochester and 
New York areas but was abolished there in 1939 after the enactment 
of Government unemployment insurance. In Chicago, however, with 
half a million dollars in the fund and about 14,000 employees cov- 
ered, Hart Schaffner & Marx Co. and the union took the lead in con- 
verting the fund so as to provide weekly disability and death bene- 
fits. This fund is now known as the Amalgamated Social Benefits 
Association which provides life and health insurance for Amalgamated 
workers in the Chicago area regardless of the kind of industry in 
which they are employed. 

In 1942 the Amalgamated Clothing Workers negotiated with the 
clothing manufacturers a health and welfare fund to be financed by a 
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2 percent of payroll contribution by theemployer. Initially the Amal- 
gamated insurance fund paid accident and sickness weekly benefits 
of $8 for women and $12 for men and a death benefit of $500; in May 
1945 the benefics were substantially increased. 

The fund's retirement section was inaugurated in December 1945 
following negotiations for a retirement fund based on an employer 
contribution of 3 percent of payroll. In 1952 the employers agreed 
to add 1 percent of payroll to the health and welfare contribution to 
provide certain benefits for dependents. The contributions are now 
at the rate of 3 percent for health and welfare and 3 percent for re- 
tirement. At the present time, 96 percent of all members are covered 
by both insurance and retirement plans. 

The Amalgamated insurance fund covers workers in the men’s 
and boys’ clothing industry everywhere in the United States except 
Chicago; it does, however, cover Chicago workers for retirement only. 
It provides health and life insurance for employees of clothing manu- 
facturers and contractors and for retail bushelmen in stores located 
in areas which also have manufacturing. Life and health insurance 
coverage is also provided for journeymen tailors in custom tailoring 
houses in the larger markets, employees of certain sportswear and 
outerwear firms, and retail bushelmen from stores in nonmanufacturing 
areas. 

(1) The Amalgamated Life Insurance Co., Ine. 


When the Amalgamated insurance fund was founded in July 
1942, its board of trustees was composed equally of management and 
employee representatives. Insurance companies were asked to bid, 
but no proposal was considered satisfactory. It was therefore decided 
to organize an insurance company, whereupon the employer trustees 
withdrew on the advice of counsel because of the possibility that the 
employers might incur some financial responsibility which they were 
unwilling to assume. The board of trustees was reorganized and there- 
after comprised 11 union representatives. A top-level advisory com- 
mittee was set up of 11 employer representatives to operate within the 
fund with the power to veto any decision of the board of trustees 
concerning any of three matters: (а) the purchase or change in plan 
of insurance or benefits; (5) investment of funds in anything other 
than United States Government securities; (c) any unusual expenses. 
Under this arrangement the employers considered that they had lim- 
ited control without the full responsibility of trusteeship. On the 
other hand, the union was so confident of the success of the insurance 
company that it passed a resolution agreeing to buy the stock of the 
insurance company at face value at any time that the trustees and the 
advisory committee decided to dispose of it. 

The Amalgamated Life Insurance Co. was then organized in 1945 
and licensed to do business in New York in 1944. There was no re- 
quirement that the directors of the company represent both manage- 
ment and labor but the board of directors was set up with 12 directors 
representing employers, 12 representing the union, and 1 impartial 
амы. 

All of the stock of the insurance company is owned by the board of 
trustees of the Amalgamated Insurance Fund. The company is lim- 
ited by its charter to writing insurance for affiliated funds, and is a 
nonprofit organization. A system of retrospective policy rating was 
set up under which each fund is credited with the premium paid plus 
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a pro rata share of investment earnings and is charged with the usual 
reserves required by the New York Insurance Department and a pro 
rata share of expenses. Any balance remaining after the application 
of this formula and the payment of claims is returned to the fund in 
the form of an adjustment of the rate, which has been loaded 22 per- 
cent for expenses and contingencies. "Reserves will in time be equal 
to 70 percent of a year’s claims. 

The company is exempt from Federal] taxes as an employee associ- 
ation but, as required, pays a tax on premiums to the State of New 
York in the amount of 2 percent for health insurance and 1.75 percent 
for life insurance. 

The directors, officers and counsel of the insurance company serve 
without compensation. The only salaries paid are those of the execu- 
tive director and the other full-time employees. 

By January 1947 the company had issued policies to the Amalga- 
mated C otton Garment and Allied Industries Insurance Fund (cover- 
ing workers throughout the United States, except Chicago), the Amal- 
gamated Neckwear Workers Insurance Fund, the Amalgamated 
Laundry Workers Insurance Fund, the Amalgamated Washable 
Clothing, Sportswear and Allied Industries Insurance Fund, the 
Amalgamated Retail Insurance Fund, and the Amalgamated Cleaners 
and Dyers Insurance Fund. The Amalgamated Social Benefits As- 
sociation (Chicago) is insured by the Amalgamated Life and Health 
Insurance Co., of Illinois, which is owned by that fund and which is- 
sues health and disability insurance only to the p: went fund. 

All of the Amalgamated welfare and pension programs feature cen- 
tralized control which permits complete reciprocity among the various 
divisional funds. 

The Amalgamated Life Insurance Co. does not write insurance in 
Arizona, the District of Columbia, Florida, Maine, Michigan, Ne- 
braska, North Carolina, Rhode Island, South Carolina, Washington, 
and Wisconsin either because the groups are too small or because 
State laws and regulations will not permit the company to operate 
there. In these States insurance is provided by the Equitable Life 
Assurance Society and covers a total of 11, 500 members. Amalga- 
mated is now negotiating with Maine, South Carolina, and Rhode 
island to obtain licenses for doing business in those States. 


(D) HEALTH AND WELFARE FUNDS 


The two national funds, men’s clothing and cotton garment, have 
similar health insurance plans. They provide for $500 life insurance, 
disability benefits of $20 weekly with a maximum of 13 weeks for 
sickness or accident, hospitalization of $9 daily for a maximum of 31 
days plus $50 for other charges, and a maximum of $200 for opera- 
tions and of $100 for maternity cases. Hospital and surgical benefits 
also cover employees’ children from 2 weeks of age through 18 years 
and spouses unemployed for the previous 6 months, or for 9 months 
in maternity cases. The Chicago fund pays the same benefits except 
that the life insurance is $1 ,000. The remaining funds pay similar 
benefits with small variations in amounts and no coverage for de- 
pendents. 

The washable clothing fund is administered by a board of trustees 
composed of four union representatives. Management is not repre- 
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sented either on the board or as an advisory committee. However, the 
retirement fund for this segment of the industry is jointly managed 
by 4 union trustees and 5 employer trustees. The other six insurance 
funds are administered by boards of trustees from the unions and an 
advisory committee of employers as described above in the national 
men’s clothing fund. 

Although some administration of claims is carried on by local unions 
aud joint boards, no expenditures are made from the trust funds to 
pay local unions or joint boards for administration, A greater por- 
tion of administration is carried out by the insurance company. All 
applications and claims originating at the locals are handled as a serv- 
ice Without charge; appeals from decisions are also handled in like 
manner. 

For the years 1953 and 1954 almost $14 million was paid to workers 
covered by the various funds for health benefits, not including the 
sizable benefits provided to ambulatory patients through the union 
health centers. 

(E) RETIREMENT FUNDS 


In December 1945 the men’s clothing manufacturers agreed to con- 
tribute 3 percent of payroll for a retirement fund operated by the 
Amalgamated Insurance Fund. At that time the health and welfare 
fund had a substantial surplus. The parties agreed that the total con- 
tribution toward both funds, or 5 percent, could be used during the 
next 18 months to build up a reserve for the retirement fund. This 
was done until July 1, 1947, at which time contributions were again 
channeled to the health and welfare fund. 

In January 1947 the retirement fund began paying benefits to appli- 
cants who had reached the age of 70 with 20 years in the industry, 
including 1 year with a contr hatin employer and 10 years as a mem- 
ber of the union. The benefit matched the amount paid under social 
security for primary benefits. Retirement benefits were not guar- 
anteed either as to duration or amount, being paid only on an annual 
basis so that if necessary at the end of the year benefits can be reduced. 

Beginning in January 1948 retirement benefits were extended to 
65-year-old persons with 20 years in the industry, 10 years of union 
membership, and 2 years with a contributing employer. In January 
1950 it was decided that the fund could not keep pace with the increase 
in social security benefits and the benefit was set at a flat rate of $50 
a month in the men’s clothing fund and amounts varying from $25 to 
$50 in the other retirement funds. 

In 1951 the fund provided a retirement benefit for persons who were 
totally and permanently disabled even though they had not reached 
the age of 65. Finally, in 1952, the requirement of union membership 
was dropped but 20 years in the industry is still required and it is 
necessary to have worked for a contr ibuting employer since December 
1945. After December 1965 a minimum of 10 years with a contribut- 
ing employer will be required for retirement. 

Application for retirement is supported by social security, union, 
and employer records. All applications are passed on by the pension 
committee which is composed of 2 employer members and 2 
members from the national office of the union. Appeals may be had 
from the pension committee to the executive committee. 
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The retirement funds have a regulation that benefits when com- 
bined with social security cannot exceed $135 a month. This regula- 
tion has been temporarily waived pending an actuarial study now in 
progress. 

A total of more than $13 million was paid to some 13,000 members 
for retirement benefits in the years 1953 and 1954. 


(F) INTERNAL CONTROLS 


Three general officers of the international are members of the board 
of trustees of each fund, thus keeping a measure of control in the 
international. All members of the boards of trustees and advisory 
committees serve without compensation. 

Each fund employs a staff of auditors who regularly examine the 
books of the employers to determine whether or not proper contribu- 
tions have been made to the funds. Discrepancies when found are 
adjusted. If the employer refuses to make up a deficiency the matter 
is taken before the impartial chairman of the men's clothing industry. 
If the award of the chairman is not paid, the fund applies to the State 
courts to confirm the decision of the impartial chairman and to permit 
attachment of the property of the employer, if necessary. 


(G) EMPLOYER CONTRIBUTIONS AND ADMINISTRATION COSTS 


All Amalgamated funds are noncontributory, being financed en- 
tirely by the employers. Employer contributions vary not only as 
between insurance and retirement but also among the various funds 
in each field. There is, for example, considerable variation in the 
average age of employees in the diverse segments of the industry and 
contributions for pensions necessarily differ according to actuarial 
studies in each case. 

Employer contributions as percentages of payroll are as follows: 


Health and 


welfare Retirement 


Percent Percent 

Men’s clothing (national) 3 

Cotton garment and allied industries (national; also includes laundry 
workers outside New York City) 

Neckwear (New York City area)... 

Laundry (New York City area 

Washable and sportswear (New York City area 

Retail (New York City area 

Cleaners and dyers (New York City area 

Journeyman tailors (New York City, Scranton, Boston, Philadelphia and 
Chicago; members generally covered for life and health by men's clothing 
national fund) 


Administration costs of the Amalgamated Life Insurance Co. and 
affiliated funds average 5.9 percent, w vith 94.1 cents out of ever y dollar 
contributed by the employers going directly to payment of benefits. 
The retirement funds average 4.5 percent for administration costs; 
96.5 cents out of every dollar contributed goes directly to benefits 
payments. 
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(H) INVESTMENTS 


All funds, both insurance and retirement, specifically provide in 
their charters that fund moneys can only be invested in United States 
Government bonds. The actual repository for all these securities is a 
New York trust company. 


(I) HEALTH CENTERS 


The Amalgamated Clothing Workers maintain 4 health centers, 2 in 
New York, and 1 each in Philadelphia and Chicago. The Sidney 
Hillman Medical Center in Philadelphia is typical of these health 
centers. 

The center opened for business on May 7, 1951. Cost of construc- 
tion and equipment was shared equally by management and the union. 
Union members each contributed $20 toward the building fund and 
have not been required to make any further contribution. Initially, 
clothing industry employers agreed to contribute 0.75 percent of pay- 
roll to maintain the center; in March 1953 their contribution was in- 
creased to 1.25 percent to provide coverage for dependent spouses of 
clothing workers. Cotton garment industr y employers agreed to pay 
1 perc ent of payroll to cover their employees. 

To be eligible, an applicant must have been a member of the union 
for 4 months and have worked for a contributing employer for 6 
months. Services are rendered to the disabled for as long as 1 year 
after the last date of employment. 

The center is a nonprofit corporation; half of the charter members 
are members of the union and the other half are employer representa- 
tives. The board of trustees is also composed of 12 union and 12 
employer members, the latter coming from the Philadelphia Clothing 
Manufacturers Association. The ch: "— alternates each year 
between the union and the employers. The trustees meet four times 
a year and their committees meet as may be necessary. 

The medical director is appointed by the board of trustees and is 
responsible for all medical problems. Fifty-four doctors are em- 
ployed by the center. Each patient is assigned to a certain doctor and 
the relationship continues as long as attention is needed, unless either 
the patient or the doctor desires a change. 

There are about 23,000 eligible members and about 10,000 depend- 
ent spouses. In its first year of operation the center served about 
6,000 individuals. During the fiseal year May 1, 1953, to April 30, 
1954, the center rendered service to about 7.200 persons; of these, 3,386 
were treated for the first time. In the next fiscal year 6,595 persons 
were treated and of these 2.123 appeared for the first time. The de- 
pendent spouses, beginning in April 1953, accounted for about a 12- 
percent increase. Total visits to all departments in the first vear num- 
bered 70,000, increasing to 92,000 in the sec ond year and 125,000 in the 
third year. 

Patients are given unlimited medical с are at the center and they 
may have preser riptions filled at the center’s pharmacy at cost. They 
are not required to pay any fees whatsoever after the initial $20 con- 
tribution to the building fund. 
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The building and equipment cost a total of $1,280,540 and operating 
costs are about $3: 50,000 a year which includes an item of $41,000 for 
depreciation of building ‘and equipment. The center’s books are 
audited once a year by an independent certified public accountant. 


E. THE ELECTRICAL INDUSTRY 
1. SCOPE AND METHOD OF SURVEY 


Information with respect to the general pattern of welfare and pen- 
sion plans in this industry was obtained through interviews with offi- 
cials of two major unions, the International Union of Electrical, Radio 
and Machine Workers, CIO, and the International Brotherhood of 
Electrical Workers, AFL; contacts with officials of the National 
Electrical Contractors Association; and through data obtained as a 
result of questionnaires sent to 37 individual employers in the industry. 


THE INDUSTRY 


For the purpose of this report the electrical industry is defined to 
include (1) manufacturers of electrical machinery, suc ‘has generating 
and transmission apparatus, appliances, wire and cable, electrical 
lamps, communication equipment, etc., and (2) electrical contract 
work comprising the installation-servicing branch of the industry. 

Although many manufacturing establishments are small, this branch 
of the industry also includes such giants as General Electrical, RCA, 
Westinghouse, and General Motors Corp. Most of the contracting 
firms are relatively small from an employment standpoint. 

No attempt is made in this survey to treat a major segment of the 
electrical industry which involves large utility companies—for ех- 
ample, Consolidated Edison of New York. Thousands of workers 
are employed in the utilities branch of the industry, many of whom 
are represented by the Utility Workers of America, CIO. “Because of 
time and manpower limitations the subcommittee was unable to under 
take a sufficient study to comment upon welfare and pension programs 
in this portion of the electrical industry. 


3. THE UNIONS 


Most employees of the electrical industry who work in manufac- 
turing establishments are organized under the IUE which has an esti- 
mated membership of some 400,000 individuals. About 75,000 ad- 
ditional workers employed in this branch are members of the United 
Electrical, Radio and Machine Workers of America (independent). 

Another major union in the industry, the IBEW, has some 600,000 
members, approximately 125,000 of whom are employed by electrical 
contractors who belong to the National Electrical Contractors Asso- 
ciation. The remainder work for various unaffiliated contractors and 
in different segments of this and other industries, such as utilities, 
railroads, communications, Government, and manufacturing. 


4. COLLECTIVE-BARGAINING PATTERN 


The various manufacturers such as General Electric, Westinghouse, 
etc., bargain directly with the unions in this industry. With respect 
to welfare and pension matters, IUE international staff representa- 
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tives frequently assist field negotiators in their bargaining. In some 
instances this union engages in “chain bargaining,” particularly with 
large manufacturers having plants in several parts of the country 
employing members of many different IUE locals. In such instances 
the various locals send delegates to a single city, usually one in which 
the company's principal office is located, and a master contract is ne- 
gotiated covering all union members employed by the company. Thus 
welfare and pension plans of several major manufacturers which ap- 
ply to IUE members are uniform throughout the facilities of the em- 
ployer regardless of location. 

Some large companies, whose principal operations fall within an- 
other industry, also have important operations in the electrical indus- 
try. These companies conduct collective bargaining negotiations with 
several unions. Ordinarily, the welfare and pension plans negotiated 
with one predominant union are extended to other hourly rate em- 
ployees of the company regardless of which union represents them. 
A prime example is General Motors Corp. whose insurance and pen- 
sion plans are discussed in section VI, A of this report. GM has a 
major line in the electrical industry, its Frigidaire division, which 
employs a large number of IUE members; however, the corporation 
negotiates primarily with the United Automobile Workers which rep- 
resents the overwhelming majority of its hourly rate employees. The 
insurance and pension programs as established or modified in negotia- 
tions with the UAW are extended by agreement with IUE negotiators 
to the latter’s units at Frigidaire. In effect then the benefits derived 
by IUE members and those represented by other unions in GM are the 
result of collective bargaining between the corporation and the UAW. 

The collective bargaining pattern in the electrical contracting and 
construction segment of the industry in which the IBEW is predomi- 
nant is somewhat different in that the IBEW locals generally carry 
on collective bargaining negotiations direct with individual contrac- 
tors or companies. The IBEW and NECA do, however, negotiate as 
to a single national pension plan which covers half the total IBEW 
membership. The remaining IBEW members who do not participate 
in this plan either have no retirement program or are covered, in many 
cases, by locally negotiated plans which have no relationship to the 
national program. 

5. HISTORY AND EXTENT OF COLLECTIVELY BARGAINED 
PROGRAMS 


The IUE and the electrical manufacturing portion of the industry 
negotiated and established their first welfare and pension program in 
1949; however, several employers—e. g., General Electric—had uni- 
laterally established such plans prior to that time which have contin- 
ued in effect with modifications and have become a part of the collec- 
tive-bargaining agreement. Since 1949 establishment of welfare and 
pension programs has gained great momentum until at the present 
time, according to IUE estimates, about 95 percent of its membership 
is covered by welfare benefit plans and about 90 percent by pension or 
profit-sharing plans. 

Welfare plans were first established by negotiations between various 
employers and the IBEW in the post-World War II period with the 
greater number coming into being in the period since 1950. There are 
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no large contractors comparable to manufacturers such as General 
Electric and Westinghouse, and so IBEW locals generally negotiate 
welfare plans with individual contractors. Today, IBEW members 
are covered under welfare funds in 100 cities throughout the United 
States. Many also participate in plans negotiated by other unions in 
the construction or service industries but there are no accurate data 
available as to precisely how many IBEW members receive welfare 
benefits. 

The IBEW has had its own pension plan in effect since 1928. In 
1946, the national pension plan was negotiated with employer-members 
of the NECA which covers approximately half the IBEW member- 
ship and which has been integrated with the union’s own original 
program. Of the remaining IBEW members, as previously pointed 
out, many are covered by locally negotiated plans. 


6. PENSION PLANS 


Some companies, such as General Electric, had voluntarily estab- 
lished pension programs prior to 1950. However, beginning in that 
year, the IUE and the —— 'al manufacturers established noncon- 
tributory pension programs through collective bargaining. These 
programs are negotiated on a benefits basis, the employer agreeing 
to provide specified retirement benefits and handling the entire admin- 
istration of the program. The pension is usually computed at a fixed 
sum multiplied by years of service. Two such plans, for example, pro- 
vide a monthly pension of $1.50 times the number of years' credited 
service not to exceed 35, a maximum of $52.50 a month, in other words. 
These pension benefits are paid regardless of any social-security bene- 
fits to which the employee may be entitled. 

With very few exceptions IUE plans are unilaterally administered 
by the employers. Each program provides for a joint labor-manage- 
ment committee, however, which reviews the operation of the program 
insofar as it affects IUE members. This committee has no function in 
the administration nor any voice in such matters as investment of the 
pension trust, nor does it as a general rule receive any information con- 
cerning such matters. 

The IUE is involved in a few pension plans which are jointly ad- 
ministered by employer-employee representatives. One such plan, 
for example, covers 900 workers employed by a single New York man- 
ufacturer. 

There are some 27 different plans established in negotiations be- 
tween the IUE and electrical manufacturers which provide profit- 
sharing, severance pay, or combinations of both these features. Under 
such plans the employer sets aside a percentage of his profits each 
year, distributes a portion to the employees and deposits the remainder 
in a trust fund for the payment of severance and/or pension benefits. 
Most of these plans have vesting poumons. They are administered 
by the employers although joint labor-management committees review 
their operation and receive reports from the employers on such mat- 
ters as investments and financial operations. 

The IBEW established its own pension plan in 1928 which was fi- 
nanced by monthly assessments against participating members. Orig- 
inally, each participant paid 37 cents a month into the pension fund 
which amount was increased from time to time to the present $1.60 
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a month. The plan originally provided for a monthly pension of $40 
to participants with 20 years’ continuous standing in the union and 
‘who were 65 years old. The pension was increased to $50 in 1946. 
This fund is administered and controlled by the IBEW itself and is 
known as the pension benefit fund. 

It is important to note that the IBEW has two classes of members, 
designated as “class A” and “class BA.” Only the class A members 
participate in the pension benefit fund plan through monthly assess- 
ment of $1.60. There are approximately 300,000 such members. The 
remaining 300,000 class BA members pay a monthly per capita tax of 
70 cents to the international and do not participate in the pension plan. 

On October 1, 1946, the IBEW and the National Electrical Con- 
tractors Association (NECA) entered into an employees’ benefit agree- 
ment creating a retirement program for IBEW class A members to 
which the contractors would contribute. The plan commenced opera- 
tion on May 5, 1947, following approval by Internal Revenue. The 
agreement created a national employees’ benefit board consisting of 
15 members, 7 from the IBEW, 7 from NECA, and 1 public member. 
It provided that each electrical contractor employing IBEW mem- 
bers would pay 1 percent of gross payroll to a local board. (Local 
boards, also created in the agreement, were to consist of 7 members, 3 
from IBEW locals, 3 from NECA, and 1 public member, and were to 
be established in every locality in which a NECA chapter exists or 
where a collective bargaining agreement existed between NECA and 
IBEW locals.) The local board was to remit the 1 percent payroll 
assessments to the national board each month. The national board, in 
turn, was to pay a lump sum from these assessments to a board of 
trustees which amount was to match the contributions of all partici- 
pating IBEW class A members to the pension benefit fund. These 
payments were to be made to the trustees on a quarterly basis and 
deposited to the pension benefit fund. 

When this plan first commenced operation on May 5, 1947, both the 
IBEW class A member contributions and the matching employer 
contributions were deposited to the union’s pension benefit fund. In 
the same year, the Labor Management Relations Act became law and 
prohibited commingling of employer and union funds. Accordingly, 
a separate fund was created by agreement and is designated as the 
“pension benefit trust fund.” This fund was to be jointly administered 
by 1 IBEW and 1 NECA trustee and was henceforth to receive that 
portion of the employer contributions which matched those of IBEW 
class A members. 

It should be noted that the 1 percent gross payroll employer con- 
tributions always exceed the amounts which are remitted quarterly to 
the pension benefit trust fund to match the IBEW member contribu- 
tions. The surplus, according to a NECA official, is also turned over 
to the trustees of this same fund for investment purposes. 

NECA has a membership of some 3,300 employer-contractors who 
contribute to the IBEW plan. There are some 7,800 non-NCEA con- 
tractors who also contribute to the plan, making a total of about 
11,000 employer-contributors. 

Of the 300,000 IBEW class A members covered by the plan, only 
123,000 are actually employed by electrical contractors who contribute 
to it. The remaining 17 .000 аге engaged in utilities, railroads, radio 


and television, Government work, and manufacturing. Thus, the con- 
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tractors, in matching the $1.60 per month contributions of 300,000 
class A IBEW members, are actually funding pension benefits for 
177,000 additional participants who have no claim on them as 
employers. 

The plan presently prov ides a monthly pension of $30 for a member 
65 years of age and 20 years’ union standing; $40 a month with 25 
years’ standing, and $50 a month with 30 ye ars’ standing. 

At the present time, there are some 5,589 IBEW pensioners. Their 
pensions are all being paid from the pension benefit trust fund (to 
which matching employer contributions are deposited) while the 
moneys in the IBEW pension benefit fund (into which the $1.60 per 
month assessments from 300,000 class A members are deposited) are be- 
ing allowed to accumulate and earn interest through investment. The 
trustees anticipate that future pension obligations will increase to the 
point that both funds will be needed to meet the demand. 

Full disclosure is made of the operation of this plan to both the 
beneficiaries and employer-contributors through periodic reports and 
pamphlets. Annual audits are conducted, the results of which are 
incorporated in these reports. 

Class BA members of the IBEW who do not participate in this 
plan are covered in some instances under separate pension agreements 
negotiated by their IBEW locals or under employer pension plans; 
however, unless they are so covered, or unless they elect to transfer 
to class A membership after a prescribed period and pay the re- 
quired monthly assessments, such members receive no pension benefits. 


7. WELFARE PROGRAMS 


Welfare plans covering IUE member-employees of manufacturing 
firms are nearly all administered unilaterally by the various employers. 
These plans are contributory and are bargained on the level-of-benefits 
basis. The cost of benefits is intended to be shared in equal propor- 
tions by employer-employee contributions. The employee contribu- 
tions are usually fixed while employer contributions are not specified. 
The employers agree to provide the balance of cost. over and above 
employee contr ibutions, to purchase agreed-upon benefits through com- 
mercial insurance carriers and/or service agencies. In most cases, 
dividends or retroactive rate credits are returnable to the employers 
although a few plans provide that these will either be returned to the 
employees and the company or used in furtherance of the plan. 

While these plans are individually negotiated and vary from com- 
pany to company, benefits range generally as follows: Term life- 
insurance coverage ranging from $2,000 to $6,000; sickness and acci- 
dent benefits of from $35 to $42 per week; hospitalization from $7.50 
to $12 per day with an expense allowance ranging from $75 to full 
cost: and surgical expense allowances ranging from $150 to $300. 

Welfare plans in the contracting portion of the industry involving 
IBEW members are negotiated individually with the benefits varying 
considerably from plan to plan. These programs are administered 
through jointly managed welfare funds into which employers con- 
tribute on a cents-per-hour basis and from which insurance benefits 
are purchased from commercial carriers and/or service agencies. 
Typically, these plans provide life insurance, sickness and accident 
coverage hospitalization and surgical benefits in varying amounts. 
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F. THE TRUCKING INDUSTRY 
1. SCOPE AND METHOD OF SURVEY 


The scope of the subcommittee’s efforts in this field was restricted 
by the lack of informed sources able to provide information on a na- 
tional basis as to specific practices in the welfare and pension funds 
in the industry. The principal union concerned was able to provide 
data of only a general nature. Information available from manage- 
ment was very limited. The survey was thus necessarily confined to 
(а) the material received from the union, (5) data from questionnaires 
filed in 1954 by various insurance companies, and (c) staff examination 
of some of the funds in the industry. 


2. THE INDUSTRY 


The trucking industry was defined for the purposes of this report as 
synonymous with the jurisdiction of the International Brotherhood 
of Teamsters, the key union in the field whose organization touches on 
practically every business using transportation facilities. The union 
has between 1,300,000 and 1,400,000 union members, in about 1,000 
locals. For administrative purposes, the brotherhood is divided into 
geographic areas and national trade divisions. The four geographic 
areas are those of the eastern, western, central, and southern confer- 
ences. There are 16 national trade divisions: Automotive, petroleum 
and allied trades; bakery; brewery and soft drink workers; cannery; 
chauffeurs and taxicab drivers; fresh fruit, vegetable and produce 
industry ; dairy; International Conference of Dairy Employees; laun- 
dry, linen and dry cleaning drivers; miscellaneous; newspaper and 
magazine drivers, handlers and circulation employees; over-the-road ; 
State, municipal, and public service employees; studio, film, theatrical, 
radio, television, and sound truck chauffeurs; truckaway and drive- 
away ; warehouse. 

3. BARGAINING 


Bargaining is generally on a local union basis; in many cases, how- 
ever, the locals deal with thousands of firms, some employing as few 
as 1 or 2 truck drivers. Due to the variety of employers with whom 
teamsters unions bargain, the situation, by its very economics, calls 
for considerable multiemployer bargaining with employer groups and 
associations. 

The international union could not furnish a list of the employers or 
associations with which it bargains, nor could it give a current estimate 
of the number of collective bargaining agreements in force. It was 
stated that there was generally no uniformity of policy with respect 
to wages or health and welfare plans and that in such matters the 
local unions are autonomous. However, practically all of the welfare 
and pension plans are jointly employer-union managed in accordance 
with the Labor Management Relations Act of 1947. 


4. WELFARE PLANS 


It was not possible to determine definitely the number of welfare 
plans being operated currently in this industry or the number of team- 
sters members covered by welfare plans. As in the case of bargaining 
agreements, the union could give no estimate as to the number of wel- 
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fare plans in which its locals were involved. It was stated that many 
locals have their own plans; others are in area- or industry-wide plans; 
and still others are covered by company programs. One official stated 
that there were about 118 separate welfare plans but only 1 master 

ension plan in the western conference; that the central conference 
had a single plan which included the Central States, southeast, and 
southwest areas; that plans in the eastern conference were for the most 
part local ones; and that there were many company plans and some 
area plans. 

The American Trucking Association, one of the principal employer 
associations in the industry, reported that its members do not generally 
provide information concerning welfare and/or pension plans in 
which they are involved. The association does review those collective 
bargaining agreements which are provided it by members, and when 
provisions are made therein for payments to a welfare and/or pension 
plan, or when there is any indication that the member is contributing 
to such funds, the association attempts to secure complete data from 
the member concerning the fund or funds. However, it was stated that 
the information gathered through this method was meager and incom- 
plete. 

It was determined that 75 percent of the locals in the Central States, 
southeast and southwest areas are covered by the Central States, 
Southeast and Southwest Areas Welfare Fund, Chicago, Ill. There 
are other sizable funds, such as those of the Michigan Conference of 
Teamsters, and the Ohio Conference of Teamsters, and a number of 
small local funds, outside the Central States fund. 

With respect to the western conference, the majority of the funds 
appear to have been negotiated on a local level but are grouped for the 
purpose of administration. Examples are the Northern California 
Teamsters Security Fund, San Francisco; the Teamsters General 
Security Fund, the Teamsters Security Fund, the Southern Cali- 
fornia Teamsters Security Fund, all in Los Angeles; the Teamsters 
Security Fund, Seattle, Wash., and the Colorado Teamsters Security 
Fund in Denver. 

The greater number of the funds in the eastern conference are nego- 
tiated and administered on the local level. There is some grouping 
of plans for the purpose of administration, especially in the New York 
City, and New Jersey areas. 

Óf 1,596 group policies * examined by the subcommittee in 1954, but 
relating to the year 1952, 237 involved locals of the International 
Brotherhood of Teamsters. One-third of these teamsters group poli- 
cies, which represented about one-third of the aggregate premium, 
were issued by one carrier, the Occidental Life Insurance Co. The 
Union Casualty & Life Insurance Company of New York had only 
5 of these group policies which nevertheless represented 11 percent of 
the total billed premium. ‘The annual billed premium on the 237 poli- 
cies was $24,275,221. Commissions totaled $1,043,923; fees and al- 
lowances, $522,232; and dividends and/or experience rating refunds, 
$1,269,541. 

(A) THE CENTRAL STATES FUND 


The largest welfare fund in the industry, that of the Central States, 
Southeast and Southwest Areas Health and Welfare Fund, became 


* See sec. IX, pp. 309—347, infra. 
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effective in November 1949. At that time 20,000 employees were cov- 
ered under the program. ‘Today, over 90,000 employees together with 
their families are covered by the plan, and over 3,000 employers con- 
tribute thereto. 

Employer and union representatives approved a trust agreement and 
—— respective trustees and —— of an advisory board in 
March 1950. "These trustees, after receiving competitive bids from a 
number of insurance companies, selected Union Casualty & Life In- 
surance Co. as the carrier and a contract of insurance was entered into 
with that company. On March 1, 1950, benefits included life insur- 
ance, accidental death and dismemberment insurance, hospital expense 
benefits, weekly sick and accident indemnity, and surgical benefits. 
The premium was $3.80 per month per employee. 

Benefits have been liberalized from time to time, but types of bene- 
fits have remained generally the same. After the first year’s operation, 
the premium rate was reduced from $3.80 to $3.75; however, later, be- 
'ause of unfavorable experience under the life insurance coverage of 
the policy, the premium was raised to $3.90 per month per employee. 
Coverage for dependents of some employees commenced in April 1951, 
and in 1952 under new collective-bargaining agreements dependency 
coverage was provided for all eligible employees at a premium rate of 
$3.75. This rate was increased in 1954 to $3.85. In April 1955, the 
dependency premium for some employees, on whose behalf increased 
contributions were being made by employers, was raised to $4.91 with 
an increase in the benefit level. 

Employer contributions were originally at the rate of $1 per em- 
ployee per week. During 1951 a number of employers voluntarily in- 
creased their contributions from $1 to $2 per week per member to 
provide dependency benefits. Early in 1952, under the provisions of 
the collective bargaining agreement, all employers commenced con- 
tributing at the $2 rate. Still later bargaining agreements, in 1955, 
called for employer contributions at the rate of $2.25 per man per 
week. As of the time of the subcommittee’s review of this program, 
all employers included in the program were not paying this new rate; 
however, the union was including this new rate in all bargaining 
agreements as they became due and were applicable. The additional 
25 cents is being used to expand dependency benefits for those em- 
ployees on whom the increased contribution is being paid. 

Contributions have increased from $1,937,000 for the fiscal year 
ending March 31, 1951, to $7,234,000 for the fiscal year ending March 
31, 1955; premiums for the same periods were about $1,551,000, and 
$6.041,000, respectively. 

The fund operates from Chicago, Ill., where it maintains a complete 
bookkeeping system and a visual record card system on each employer 
and employee. The office has 55 employees. All employer contribu- 
tions go directly to a bank and no money is handled by the fund office. 
Monthly and yearly audits are made by separate accounting firms. 
The fund is completely self-administered with the exception of pay- 
ments for claims. Administrative expenses run about 2.4 percent of 
the fund’s income. Trustees receive no compensation other than travel 
expenses and a per diem allowance in connection with quarterly meet- 
ings. The salaries of the executive secretary of the fund and his as- 
sistant are paid by the union, the Central States Drivers’ Council. 

The trustees meet quarterly and chairmanship of the board is alter- 
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nated for each meeting between an employer and a union e. 
Annual meetings are held to review the year's experience and oper: 
tions, to examine reports of the certified public accountant and the 
report of the investments by the bank, and to negotiate the new in- 
surance contract for the coming year. The advisory board of trustees 
also meets at this time and is provided with a complete report by 
trustees of the fund who submit for approval various actions taken 
by the trustees in the preceding year, as well as the proposals with 

respect to the insurance contract and coverage for the coming year. 

Surpluses of the fund are maintained in an investment account and 
transfers thereto are made from time to time by the trustees. One 
bank handles all accounts of the fund, including this investment ac- 
count. The bank makes all investments using its own judgment and 
discretion. It reports periodically to the trustees on the investment 
portfolio, setting forth the types of securities purchased and their 
yield. As of June 15 » 1955, the yield was 3.31 percent, and as of 
October 1, 1955, a total of $3,700,000 had been invested by the bank 
on behalf of the fund. No trustee either directs or recommends the 
type or nature of the investment by the bank and the surplus may be 
used only for the benefit of the employees in connection with the 
operations of the fund. 

When questioned relative to the need for such a large surplus in the 
fund, James R. Hoffa, union trustee, advised that the purpose was 
threefold: (1)To continue payment of premiums in case of a long, 
drawn-out strike, (2) to meet administrative expenses from trust in- 
come, and (3) to offset t a possible rise in premium rates. 


(B) WASHINGTON MOTOR TRUCK HEALTH & WELFARE TRUST 


Another plan, smaller as to the number of individuals covered there- 
under, and smaller as to the total amounts contributed by employers 
and as to the total amounts paid out in premium, but still set up and 
administered in the same basic manner as the Central States Fund, is 
the Washington Motor Truck Transportation Employees Health & 
Welfare Trust in Washington, D. C. 

This plan was initiated in 1952 as the result of collective bargaining 
contracts between Local 639, International Brotherhood of Teamsters, 
and the Local Motor Transportation Labor Relations Council, Inc., 
representing local freight handlers in Washington, D. C., and the 
labor relations council, District of Columbia Trucking Association, 
Inc., representing over-the-road trucking concerns operating out of 
Washington, D. C. Subsequently the union has signed contracts with 
companies not members of the aforesaid councils calling for similar 
participation in the health and welfare trust. As of September 1, 
1955, coverage was being provided 1,926 employees and their depend- 
ents, and approximately 200 different employers were contributing. 

A trust agreement was entered into and trustees and alternate trus- 
tees were appointed by the union and the aforementioned councils. 
The trustees hired a broker who drew up specifications and then 
through competitive and sealed bids these trustees selected the carrier 
for the case, Pacific Mutual Life Insurance Co., of Los Angeles, Calif. 

An unusual feature of the bargaining agreement setting up this 
plan is that contributions are limited for a period of 10 years to 5 cents 
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per man-hour worked. The rate of contributions cannot be changed, 
upward or downward, until 1961. 

Coverages provided include life, accidental death and dismember- 
ment, sickness benefits, weekly indemnity benefits, hospital and surgi- 
cal benefits, and doctors’ calls; as of October 1955, certain dental bene- 
fits were also instituted. The first benefits were paid employees in 
April 1952, and dependent coverage began in June of the same year. 
Dependents are covered for hospital and surgical expense benefits, 
doctors’ calls, and maternity benefits. 

The plan is administered from a separate office in Washington, 
D. C. All contributions go direct from the employer to the bank, 
and no cash is handled in the fund offce except when directed there 
erroneously by an employer. Individual records are kept on each 
employer and each employee. The plan is entirely self-administered, 
except that death claims are paid by the insurance company. All 
claims are reviewed by the broker in the case as a representative of 
the carrier, and this broker cosigns the draft drawn in payment of 
the claim. Books are audited by a certified public accountant quar- 
terly and annually, and reports of these audits are furnished all trus- 
tees. A summary of the audit is also given all employers with a 
statement to the effect that the books of the trust are open to any 
employee who cares to come in and look at them. The fund office 
prepares a number of other reports for the trustees which keep them 
up to date on the situation within the fund as to contributions, de- 
linquent employers, premiums, claims paid, and so forth. The trus- 
tees have been particularly careful to see that the brokers in this case 
are giving full and satisfactory service for the commissions they have 
received, and they have followed the insurance company closely to as- 
sure themselves that the money being retained properly belongs to 
the company, and not to the beneficiaries of the fund. Administra- 
tive costs for the first policy year were 4.5 percent of contributions, 
in 1953 they were 5.3 percent, and in 1954 they were 8.7 percent. 

Contributions for the calendar year ending December 31, 1952, 
the first year in which the program was in operation, were $115,842.13 ; 
for the last calendar year available, 1954, they were $215,475.91. Pre- 
miums for the same period were $65,417.99 and $155,357.17, respec- 
tively. The program has received total dividends from the insurance 
carrier of $91,965,000. The fund has a substantial surplus which is 
invested only in United States Government obligations. 

Trustees of the fund receive no salaries. The only salary paid (ex- 
cept to individuals running the fund office) is to a lawyer who acts 
as a trust adviser. In addition to functioning in this manner, this 
individual visits all the companies contributing to the fund, examines 
their books and records with the dual purpose of assuring that they 
are paying for all employees covered, but are not paying too much 
through a misunderstanding of their obligations. 


(C) OTHFR PLANS 


There are, of course, numerous smaller welfare plans both on local 
and area levels. The staff inquired into a number of plans in the New 
Jersey and metropolitan Washington areas. However, as previously 
stated, the welfare plans in this industry were almost entirely of the 
Taft-Hartley type, and as the subcommittee’s investigations in 1954 
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had been concerned principally with that type of operation, it was not 
deemed advisable to expend the limited time available in further in- 
quiries in that area. 

5. PENSION PLANS 


Available information relative to pension plans in the trucking 
industry was even more meager than that secured with respect to wel- 
fare plans. Neither union nor managemet could give any definite 
figures as to the number of pension plans in operation in this industry. 

A. very large pension plan in the industry was recently created—the 
Central States, Southeast and Southwest Areas Pension Fund. It is 
located in and operated from the same offices as the health and welfare 
fund of the same name. This pension fund, which is noncontributory, 
was created by a trust agreement dated March 16, 1955, following 
collective bargaining agreements between union and management. 
Under present terms employers are contributing $2 per week per man; 
contributions commenced February 1, 1955, and no benefits are to be 
paid until January 1, 1957. Some 10,000 trucking firms, employing 
200,000 union drivers and other employees, are included under the plan. 

At the present time, trustees representing management and the 
union have been appointed along with a 36-man advisory board. 
Contributions are being deposited in the same bank in which the wel- 
fare funds of the Central States, Southeast and Southwest Areas 
Health and Welfare Fund are being deposited. Contributions go di- 
rectly from the employer to the bank and no money is handled in 
the pension fund offices. Funds are transferred from a general ac- 
count to an investment account in increments of $500,000. As of 
August 31, 1955, the fund had a surplus of $4,242,298,75. 

With reference to investment procedures, a bank official and 4 mem- 
bers of a subcommittee, appointed by the board of trustees, utilize 10 
to 19 brokerage houses for obtaining offerings for possible investments 
by the fund. On each specific investment, not less than three bids are 
secured, and in each purchase the lowest bid of the same offering is 
chosen. 

Currently the fund is conducting a survey by sending personal in- 
formation cards to all local unions to be executed by members and 
returned to the position fund office. When all the information has been 
secured, it is planned to utilize the services of an actuary to study the 
results and to determine the benefits schedule under the plan. 

Another substantial fund in this industry is the Western Conference 
of Teamsters Pension Trust Fund which was first agreed to on April 
26, 1955, and went into effect in May 1955. This plan differs basically 
from that of the Central States in that it is an insured plan (a group 
annuity contact), the carrier being Prudential Life Insurance Co. 
Under the program, the first benefit payments are to commence in 
1957. Like the Central States plan, this pension trust fund is financed 
entirely by employer contributions, contributions being 10 cents per 
compensable hour per man. Among its features are termination and 
death benefits. Employees remain covered and retain their service 
credits though they transfer jobs, so long as they remain members 
of the union, their service is continuous, and their new employer is a 
contributor to the fund. All employer contributions, above the neces- 
sary expenses of administering the program, go to the insurance com- 
pany under the group annuity contract. 
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A feature of the plan which is currently causing considerable con- 
cern among a number of employers on the west coast is that under 
the trust agreement, the trustees may at any time modify, alter, or 
amend the plan in any respect, retroactively or otherwise, except that 
no such action other than termination of the plan shall adversely 
affect any retirement benefit being paid any retired or former employee. 
In the event of termination of the plan, the available funds shall be 
allocated in the following order of priority: (a) for the completion 
of the provision for benefits for retired and former employees already 
receiving retirement benefits but whose benefits are not completely 
purchased; (5) for providing benefits for those employees eligible 
to retire and receive benefits; (c) for providing benefits for former 
employees who have reached their 65th birthday and for whom no 
benefits have previously been provided; (d) for providing benefits for 
those employees and former employees having 15 years of continuous 
service but not having reached their 65th birthday; and (e) for pro- 
viding benefits for other employees and former employees. 

Under the current benefit schedule of the Western Conference of 
Teamsters Pension Trust Fund, benefits range from a low of $40 a 
month to a high of $15 a month. 


G. THE RESIDENTIAL CONSTRUCTION INDUSTRY 


At the time of submitting its interim report in July 1955, the sub- 
committee directed the staff to conduct an industrywide survey of 
welfare programs in the home and industrial construction field. Lim- 
itations of tıme and personnel precluded such a survey. 

The welfare and pension plans in the construction industry are vir- 
tually all of the њи, jointly managed type, with contribu- 
tions from employers on a cents-per-hour basis. There are relativel 
few large companies. Most contractors are small organizations which 
hire help on an *as needed" basis and for whom individual insurance 
programs would be impossible or at best too costly. 

The National Association of Home Builders, a nationwide organiza- 
tion representing contractors in the residential construction industry 
appointed a special subcommittee on health and welfare plans. That 
subcommittee met in Washington, D. C., in October 1955 and reviewed 
present State and Federal regulations governing these plans. It also 
analyzed the problems in the administration of these funds as they ap- 
plied to their industry and made a series of recommendations. These 
recommendations were ultimately approved by the board of directors 
and become official association policy. Briefly, they are: 

1. That a yearly audit ~ required of every health and welfare 
fund showing disposal of all funds and expenses. "This statement 
to be sent to every employer and employee participating in the 
fund and be made available as public information. 

2. That the insurance commissioners of the various States 
should establish a uniform rate for benefits and a maximum limit 
on retention of funds in reserve by insurance companies by ap- 
propriate legislation, if necessary. 

3. That State or national legislation be enacted providing that 
investment of welfare funds be limited primarily to the purchase 
of Government securities or Government guaranteed or insured 
mortgages in the secondary mortgage market. 
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4. That consideration be given to the Securities and Exchange 
Act for a possible amendment to cover health and welfare plans 
for the purpose of (a) disclosure and (5) regulation of the type 
of investment for such funds. 

5. That a 2-year maximum limitation on reserve funds for 
health and welfare plans be established and that employer con- 
tributions to these funds cease when that limit is reached and not 
recommence until reserves drop to a 115 year level. 

6. That money deposited with the insurance company in the 
form of premiums should be audited and shown as part of the 
health and welfare fund audit. 








УТ. STUDIES OF THREE LARGE PLANS 


A. THE GENERAL MOTORS WELFARE AND 
PENSION PLANS 


1. BACKGROUND OF SUBCOMMITTEE'S STUDY 


On August 1, 1955, the subcommittee sent a circular letter and a 
questionnaire to the General Motors Corp. This was a routine re- 
quest—one of approximately 115 mailed to firms in the automobile 
and automobile parts industry. The questionnaires were intended to 
supplement our field survey of the industry and to develop general 
information on the welfare and pension plan arrangements, as well as 
to supply statistical information relative to such plans. The letters 
indicated that the information supplied would be treated as con- 
fidential and that information published would not. be identified by 
firm names. General Motors did not reply to the letter within the 
time requested, and on September 26, 1955, a followup letter was sent 
to the corporation. A month later, on October 27, 1955, the general 
counsel of the corporation forwarded the completed questionnaire to 
the subcommittee with a reminder as to the confidential character of 
the information. Prior to any analysis of the questionnaire, the under- 
standing as to the confidential nature of the information was con- 
firmed. 

The completed General Motors questionnaire indicated that the 
insurance company retention on the group policy for hourly rate em- 
ployees, which was carried with the Metropolitan Life Insurance Co., 
was very high for the size of the policy—approximately 20 percent 
of premium in 1953 and 10 percent in 1954. Due to this unusual situa- 
tion, an inquiry was initiated at the Metropolitan Life Insurance Co. 
for further information. It was found that the gross retention data 
furnished by the General Motors Corp. included a variety of reserves, 
but that the actual charges made by Metropolitan for insurance com- 
pany administrative costs were very reasonable. Further, it was dis- 
covered that the reserves in question had been handled in a manner 
considered by the subcommittee to be unusual. In the light of the 
admitted fact that the employee beneficiaries under the General Motors 
group insurance plan or their union representatives had no knowledge 
of the manner in which such reserves had been treated, the subcom- 
mittee decided to continue its investigation of the General Motors 
group insurance program and dispatched staff members to the General 
Motors Detroit offices. 

Because of the information obtained at the Metropolitan Life In- 
surance Co. and the fact that the General Motors Corp. is and has long 
been a pattern setting, rather than a pattern following, corporation, 
but more importantly, because it is an outstanding example of a level- 
of-benefits type plan, consideration was also given to obtaining suf- 
ficient details to review the General Motors plan in public hearings, 
already scheduled. 
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. General Motors bargains with one of the largest unions in the Na- 
tion. The General Motors-United Automobile Workers-CIO nego- 
tiations are followed with intense interest; what these two powerful 
organizations agree to will subsequently be disagreed about, or agreed 
to, in hundreds of other collective bargaining sessions. Half a mil- 
lion General Motors employees, an equal number of stockholders, mil- 
lions of consumers and thousands of suppliers have an avid interest 
in General Motors affairs. The General Motors insurance pension 
plans constitute the largest single private health and old-age security 
system in the United States. General Motors Health, Welfare, and 
pension plan arrangements are emulated, reluctantly assented to, or 
turned down by a host of other firms or unions. The public interest 
in General Motors welfare and pension arrangements is stronger than 
the interest in any other comparable plan in the country. 

The General Motors insurance program, aside from its importance 
from the standpoint of sheer size and its pattern making qualities, 
is most noteworthy because it is the outstanding example of programs 
negotiated on a level-of-benefits basis, in contrast to programs in 
which the employer makes a fixed hourly or monthly contribution to- 
ward the costs of insurance. The level-of-benefits type of program 
is by far the most prevalent, not only with respect to other automobile 
industries but insofar as industries in general are concerned. This 
type of program is bargained or established on the basis of a list of 
benefits. However, in collectively bargained plans on a level-of-bene 
fits basis, both management and union negotiators have the cost im- 
plications very much in mind. They also bargain as to how the costs 
of these benefits are to be met—whether solely by the employer or by 
joint contributions. Frequently, the employees make a fixed contri- 
bution toward the total cost of agreed upon benefits, while the em- 
ployer absorbs the difference. If costs decline employer contributions 
decline also. If costs go up the employers must pay more. Often 
there is agreement that, since the employee contributions are fixed 
and employer costs will fluctuate, the employer will receive any divi- 
dends, rate credits, or other payments by the insurance carrier. The 
General Motors-United Automobile Workers-CIO hourly rate em- 
ployee agreements incorporate the above features. 

General Motors and a majority of other corporations have taken 
the position that where there is such an arrangement between em- 
ployees and management whereby employees pay in a fixed amount 
toward a group insurance program which provides certain fixed bene- 
fits and management undertakes to be responsible for the balance of 
the costs of such a program as well as the administration of it, then 
management has no responsibility to disclose its share of the costs. 

While the subcommittee recognizes the prevalence and success of this 
type of arrangement in the administration of employee welfare pro- 
grams, as the costs of management in providing its portion of such 
programs appears to be as truly a part of the employees compensation 
for employment as if its contributions had been made on a cents-per- 
hour or fixed percentage basis, it has not understood the need for 
secrecy on the part of management in the administration of such pro- 
grams. It was believed that hearings on the General Motors program 
would further clarify and bring forth reasons on both the side of 
management and labor as to the need or lack of need for such secrecy. 
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On November 18, the corporation was advised that the case might go 
to public hearing. A formal notification to this effect was sent on 
November 23, 1955, after further study. 

Although subcommittee staff members arrived at General Motors’ 
Detroit offices on November 18, 1955, the information desired of the 
corporation was not immediately forthcoming and, on November 26, 
1955, a subpena duces tecum was served on General Motors, the require- 
ments of which were fully met by December 28, 1955.2 

On November 29, 1955, General Motors’ Vice President H. W. An- 
derson and others testified in a public hearing in Washington, D. C. 
Mr. Anderson was reluctant to disclose specific financial details con- 
cerning General Motors program. He stated that his reluctance 
stemmed from the effects which disclosure of net cost and reverses 
would have on the corporation's collective bargaining. As a matter 
of principle, he felt that General Motors should not be required to un- 
dress its insurance costs in public. 

The members of the subcommittee, fully appreciative of the fact that 
originally some material had been obtained by questionnaire on a con- 
fidential basis were reluctant to require testimony on those points with- 
out first hearing an explanation from General Motors as to its reasons 
for not wishing to publicly disclose financial details with respect to its 
programs. It was also desired that full consideration be given to 
all principles involved. 

Upon hearing General Motors’ position with respect to revealing 
its group insurance costs, the subcommittee, after deliberating in exec- 
utive session, decided that the corporation’s objections should be over- 
ruled, and authorized the chief counsel to “ask such questions * * * as 
he believes are germane to the case." ? 

The subcommittee had been directed by the Senate to study and in- 
vestigate welfare and pension plans and funds subject to collective bar- 
gaining. The subcommittee, as we stated before, is recommending 
disclosure legislation to the Senate Committee on Labor and Public 
Welfare and the Senate. Major questions include : How for shall such 
disclosure legislation go? What kinds of welfare and pension ar- 
rangements should be disclosed? How much information should wel- 
fare and pension plans be required to disclose? If the disclosure issue 
is to be dealt with well, it must be dealt with after mature deliberation 
and with full and specific knowledge of disclosure’s ramifications. The 
General Motors-United Automobile Workers, CIO, collective bargain- 
ing relationship, the subcommittee believes, cannot be seriously af- 
fected by disclosure of the details of the General Motors program. 
Neither party to the relationship is in a position to dominate the other. 
Then too, the existing (1955) collective agreements do not expire un- 
til June 1958—9215 years hence. 

General Motors insurance and pension costs are large, but the com- 
pany’s position in the industry is such that present disclosure would 
not seriously affect its business position vis-a-vis Ford, Chrysler, and 
its other competitors? Since it illustrates so well so many of the 


1See correspondence between General Motors and subcommittee, hearings, pt. 3, pp. 
1093—1104. 

2 Ibid., p. 1109. 

3 General Motors Vice President H. W. Anderson, testifying on November 29, 1955, 
when asked whether disclosures would help General Motors’ competitors, said : “I did not 
put it on a competitive basis. I had not thought about competition.” Ibid., p. 1104. 
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problems behind disclosure legislation, the subcommittee has concluded 
that a detailed discussion of the case will be in the public interest. 

Accordingly, detailed information has been obtained from Metro- 
politan Life Insurance Co. and General Motors with respect to its 
group insurance plan, entirely apart from the information originally 
submitted by General Motors on the questionnaire, and is being set 
forth below. 

There are other reasons for this decision. General Motors’ pro- 
gram has been handled at low cost, a result which flows in part from 
the size of the risk and the fact that General Motors does much of the 
administrative work. The Metropolitan Life Insurance Co.’s report- 
ing on the case has been detailed and meticulous. Both from the view- 
point of cost and reporting to the policyholder, this may well be 
called a model welfare plan. The subcommittee believes that other 
buyers, policyholders and insurance carriers might study the General 
Motors-Metropolitan example, and with much profit. 


2. SCOPE AND MAGNITUDE OF THE WELFARE AND PENSION 
PROGRAMS 


The General Motors Corp. program of welfare and pension benefits 
in effect for hourly rate and salaried employees is made up of three 
major elements: 


1. An insured program providing (a) life insurance with pro- 
vision for total and permanent disability benefits; (b) accidental 
death and dismemberment protection; (c) weekly accident and 
sickness benefits; and (4) post-retirement life insurance. ‘These 
benefits are on a contributory basis with the employee's contri- 
butions and his benefits graduated in roughly direct measure to 
his hourly pay scale. 

2. Arrangements with Blue Cross and Blue Shield agencies 
which provide hospitalization and surgical benefits for employee 
and dependents (on a service basis with respect to hospitaliza- 
tion, and to some extent—contingent on family income—with 
respect to surgical coverage). In contrast to the level-of-benefits 
approach of the insured segment, the program with respect to 
Blue Cross and Blue Shield provides that the corporation shall 
assume approximately one-half the cost of these coverages, —— 

3. A pension program which provides for a monthly benefit 
with respect to hourly rate workers, after 10 years of service, of 
the number of years of employment with the corporation multi- 
plied by $2.25. The retirement benefits, paid for in full by the 
corporation, are exclusive of social-security benefits. Provision 
is made for early retirement, retirement for total and permanent 
disability, and for partial vesting. 

The pension program for salaried employees consists of (а) а con- 
tributory program (employees contribute 5 percent of salary 1n excess 
of $250 a month) which yields a yearly benefit equal to 30 percent of 
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the employee's total contribution, and (5) a noncontributory program 
which develops six-tenths of 1 percent of the average monthly salary 
during final 10 years times years of service 

The insured portion of the welfare progr: um constitutes the largest 
single private risk underwritten by any carrier, from the standpoints 
of premium volume and number of workers covered. Some 98 percent 
of the more than 500,000 wage earners and salaried employees are 
included. The retirement program is likewise the largest individual 
private industrial pension program in the country as to the number 
of employees protected. 


THE HEALTH AND WELFARE PROGRAM 


The corporation’s group insurance program dates from 1926 when 
$1.000 of life insurance was made available to all hourly-rated and 
salaried employees in return for a monthly-contribution of 50 cents. 
Information on the number of participants in 1926 is not available; 
by 1935, however, almost 150,000 hourly-rated workers were eligible 
for coverage, of whom more than 90 percent elected to participate. 

Moderate cash sickness and accident benefits were added to the pro- 
gram in 1928. In 1939, provision for hospitalization and a $150 
surgical schedule were added to the package. Employees paid a 
major share of the costs of both of these coverages. In late 1941, the 
corporation began deduction for Blue Cross and Blue Shield coverage 
оп an employee-pay-all basis. 

Effective February 1, 1948, the group insurance plan was substan- 
tially revised and improved. Amounts of life insurance and sickness 
and accident benefits were liberalized. Accidental death and dis- 
memberment, total and permanent disability, and continued life in- 
surance features were added. 

On September 1, 1950, the health and welfare program was incorpo- 
rated in the collective-bargaining agreement in effect between the 
United Automobile Workers, CIO, and the corporation. The pro- 
gram consisted of (1) an insured portion placed with Metropolitan 
which embraced life insurance (providing total and permanent disa- 
bility payments), accident and sickness weekly benefits, and continued 
life insurance (in reduced amount) for those employees with an at- 
tained age of 65 or more, and (2) arrangements with Blue Cross and 
Blue Shield agencies providing hospital and surgical protection for 
workers and dependents. 

Under the terms of the collective-bargaining instrument, the corpo- 
ration assumes half the cost of the hospital and surgical programs. 
With respect to the insured segment of the program, the agreement 
provided for a stipulated contribution by the employee (both contri- 
butions and benefits varied in almost direct proportion to the hourly 
scale) with the residual cost to be borne by the corporation. 

The agreement dated June 12, 1955, between the United Automobile 
Workers, CIO, and the corporation, liberalized the benefits to be pro- 
vided but retained the existing rate of employee contributions. The 
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present schedule of insurance benefits and of employee contributions 
is set out below. 


Benefits 
Em- 
ployee's 
Before re-| Continuing life in- contri- 
Before | tirement:|surance after age 65 bution 
2 аде 60: | сКкпезз |_______ 4 £ before 
Base hourly rate | Monthly | and acci- | age 65: 
таван и, | (оса апа | dent | From m id Em- 
Total life perma- | weekly | mini- To maxi- ployee’s 
Life in- | accident dental | Dent dis-| benefit | mum with 20 weekly 
surance insur- | death in- | ability | (maxi- | with 10 теа п contribu- 
ance surance benefit mum 26 | years in | * plan tion rate 
2 weeks) plan 


Before age 65 


Extra and acci- 


Under $1.38. 
$1.38 to $1.62... 
$1.63 to $1.87 
$1.88 to $2.12... 
$2.13 to $2.37 
$2.38 to $2.62 
$2.63 to $2.87 
$2.88 to $3.12.. 
$3.13 and over 


$1,0: 


750 
825 
900 
975 
1, 050 
1, 125 


on one i E 


мо р 
دودو دو دو دټ دو دو دو‎ 


88: 


It should be noted that in addition to the insured benefits listed 
above, employees and their dependents are also protected by the pro- 
visions of the Michigan Blue Cross and Blue Shield services, or by 
local protection programs corresponding as closely to the Mic higan 
benefit structures as is possible. These contracts provide comprehen- 
sive hospitalization benefits in semiprivate accommodations for peri- 
ods not in excess of 120 days, and surgical benefits which include in- 
hospital medical care, diagnostic X-ray, and electrocardiographic 
service. 

(A) COST CONSIDERATIONS 


As might be expected, a welfare program of this magnitude entails 
the expenditure of large amounts of money by both the corporation 
and its employees. An indication of the dollar volume may be found 
in the tabulation below, which sets out the contributions of each con- 
tributing group from September 1950 through 1954. 


Corporation Hourly-rate employees 


| Blue Cross Blue Cross 
Insurance and Blue Insurance ind Blue 
Shield Shield 


Year Thousands Thousands Thousands Thousands 
1950, Septem ber-Decem ber $4, 735 $3, 220 $3, 358 53, 32: 
1951 14, 215 10, 060 10, 143 10, 464 
1952 14, 645 10, 103 9, 883 10, 562 
1953 17, 061 12, 563 12, 503 13, 164 
1954 15, 400 14, 164 14, 240 15, 955 


Total.. ; 166, 056 47, 110 50, 127 53, 470 


! Includes accretions to the extended life and rate reduction reserves totaling about $12.5 million. Corpo- 
ration costs exclusive of these accretions totaled $53,593,000. 


Even spread over its hundreds of thousands of employees, the cor- 
poration’s costs are not insignificant. In 1954, its contribution towards 
the cost of Blue Cross and Blue Shield protection for wage earners 
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averaged 1.8 cents an hour; insurance for these workers entailed an 
average hourly cost of 2.2 cents. "The total outlay was approximately 
4 cents an hour. According to staff computations, based on material 
from General Motors, comparable data for earlier years are: 


| 
Year Insurance | Blue Cross Total 


А $0. 0214 $0. 0153 | — $0.03 
None eie ret he ова FP PETE Y ТЕ . 0223 0158 | . 03 


рана Ме о ee —— y 0218 . 0155 . 03 


The corporation's costs with respect to its salaried workers was not 
as large, as shown below, both because they are a much smaller group 
and because the corporation assumed a smaller proportion of the total 
cost. 


Corporation Salaried employees 
Year — —— — 
Insurance | Blue Cross | Insurance | Blue Cross 
Thousands | Thousands | Thousands | Thousands 
1950..... $2, 852 $755 1 $10, 887 $843 
1951.. 2, 879 2, 674 5, 152 2, 881 
о ЛЕНИ 2 (234 3, 061 5, 508 3, 322 
1953.... 2, 604 3, 734 6, 492 4, 052 
ПО Бије 5% 2, 448 2, 541 7, 305 3, 030 
Total * 10, 549 12, 798 35, 345 14, 128 


! Includes contributions of salaried employees for the entire year and of hourly workers through August 31, 
19: 50 
? General Motors received a dividend greater than the premiu: n ch irges remaining after employee contri 
butions were taken into account; the excess represents in part wi irawals from reserves. 


(B) CHANGES IN INSURANCE POLICIES AND RESERVES—-SEPTEMBER 1, 1950 


Prior to September 1, 1950, both hourly rate and salaried employees 
had been protected by a single insurance contract referred to here- 
inafter as policy A. (There were, in fact, several policies but almost 
all employees were covered by policy A or precedent policies without 
distinction as between hourly and salaried workers. ) 

The contributions of hourly rate workers, salaried employees, and 
the corporation toward the total net cost of insurance for the period 
January 1, 1941-A ugust 31, 1950, were approximately $55 million for 
hourly rate employees, $46 million for salaried employ ees, and $31 
million for the corporation, respectively.* The contributions of hourly 
rate employees thus represented approximately 42 percent of the total 
insurance costs of $132 million over the 10-year, 8-month period. Sal- 
aried employees had contributed about 35 percent of the total. The 
corporation’s share was about 22 percent, plus its costs in administer- 

ing the plan. 

On September 1, 1950, following the negotiations which led to the 
inclusion of the health and welfare program in the collective bargain- 
ing agreement, the corporation and the insurance carrier signed a sep- 
arate contract (hereinafter referred to as policy B) which had appli- 
cation to hourly rate employees only. 


4 Precise data on employee contributions for this period were not available; the figures 
above were arrived at by the staff on the basis of information furnished by the corporation. 
The distribution of insurance costs prior to 1941 could not be calculated. 
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As of February 1, 1948, provision was made for the continuance of 
a diminished amount of life insurance to workers with an attained 
age of 65. During 1949 the policy was amended to permit continuance 
of life insurance for older employees if the policy was to be canceled 
with respect to the younger employees. In order to provide, in part, 
for the eventually substantial costs of this coverage, General Motors 
and Metropolitan established a so-called extended life (or old-age 
continuance) reserve. On August 31, 1950, accretions to this spec! ial 
reserve totaled approximately $6,600,000. At the same time, normal 
contingency reserves aggregated roughly $3,570,000, and the rate-re- 
duction reserve had a balance of — $9.110,000. "These 
reserves, in total, amounted to approximately $12,280,000.° 

On September 1, 1950, when policy B became operative with re- 
spect to hourly rate workers, all of the above reserves were retained 
under policy A which continued in effect for salaried employees. The 
corporation testified that “the new policy * * * was given the pro- 
tection of the reserves, if required, whieh had been accrued under the 
old policy."* With respect to the extended life reserves, at least, 
the possibility that there would be any immediate drain on them was 
remote. It was reported that beginning with 1954, reserves under 
policy B had reached the level where access to the reserves credited 
under policy A was no longer required. 

As a consequence of the retention of all reserves under policy A, a 
substantial proportion of the premium charged under policy B was 
expended on the establishment of the necessary reserves.* As a cor- 
ollary, policy A, with greatly reduced reserve requirements, could 
and did yield substantial dividends to the General Motors Corp. 

The effect of this treatment of reserves was to increase the corpora- 
tion’s costs with respect to policy B and to reduce its costs with respect 
to policy A. 


4. SPECIFIC INSURANCE PRACTICES UNDER THE GENERAL MOTORS 
METROPOLITAN CONTRACTS 


The preceding sections summarized the General Motors benefit pro- 
grams, outlined the allocation of premiums between employer and 
workers , and showed how reserves were handled when (on September 
1,1950) the hourly rated employees were covered by a new policy. The 
size, diversity, and unusual treatment of the reserves, too, warrant 
more description. 


(A) METROIN ILITAN'S CHARGES ( RETENTIONS) 


Insurance company retentions on group insurance cases normally 
include all charges made and all expenses incurred by the company, 
exclusive of (1) "claims (or benefits) incurred or paid, and (2) divi- 


5Employees have no incontrovertible interest in the extended life reserves; thus, the 
corporation may at any time it sees fit, by canceling the provisions of the policy for insur 
ance on retired lives, recapture any or all of the money credited to that account. 

$ Insurance practice provides for determination of surpluses and reserves at the end of 
each insurance year. On August 31, 1950, the amount of the reserves which had been 
credited for the first 8 months of 1950 had not been determined. The staff consequently 
arrived at its August 31, 1950, figure by taking the reserves in being at the end of the 
1949 insurance year and adding to it two-thirds of the reserves credited to policy A in 1950. 

7 Hearings, pt. 3, p. 1114. 

8 Application of a 42.7 percent factor (the estimated proportion of total net costs repre- 
sented by hourly rate contributions, to the $8,700,000 in extended life and rate reduction 
reserves in being on August 31, 1950, produces an amount of $3,665,000 theoretically 
derived from hourly employees’ contributions. 
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dends or retrospective rate credits paid or credited to the policyholder. 
Stated differently, retention equals premiums minus the sum of claims 
and dividends. 

Insurance company practices in retention accounting vary. Gener- 
ally, however, *retention" includes home office and other company 

expenses, acquisition, and selling costs (including commissions and 
fees), premium taxes, and certain reserves accumulated out of pre- 
miums and charged against the policy. Retention charges will vary 
according to claims experience, age of policy, and other factors but, as 
a gener al rule, the larger the policy, the lower will be the premium 
percentage charged as ‘retention ° and the greater the sums available 
for benefits (claims) and/or dividends. During the subcommittee’s 
second year of operation it was able, through the cooperation of the 
insurance industry, to obtain from seven of the largest c: wriers 1954 
data on all their group-insurance experience.” Inc luded were 7 large 
cases, each covering over 100,000 lives. * On these 7 cases (which in- 
volved annual premiums of about $97 million), retentions came to 3.6 
percent of billed premium. By way of contrast, retentions were re- 
ported as 5.5 percent for 5 cases covering 50,000 to 99,999 lives, 6.8 
percent for 27 cases covering 25,000 to 49,999 lives, and 32.7 percent 
for 5.962 cases each having less than 50 lives. 

'The General Motors policy is difficult to compare with the aggregate 
figures set out in the preceding paragr aph. Involving half a million 
lives, an enormous risk spread, and over $44 million in premiums, the 
General Motors policy can stand on its own experience as other poli- 
cies cannot. In the policy year ending December 31, 1954, the Metro- 
politan’s charges for expenses and taxes totaled $1,365,050, or 3.1 
percent of earned premiums.” Pure retention (excluding premium 
taxes) came to $496,718, or 1.1 percent of premium. In other words, 
after paying all claims, setting up claim and policy reserves, and paying 
a dividend of $4,057,704, Metropolitan charged the policyholder about 
1 percent of premium for its services. It should be noted, however, that 
an additional 2 percent of net premium is credited to the normal con- 
tingency fund which, in the event of cancellation, is not ordinarily 
returnable to the policyholder ; in the case of General Motors, because of 
the special circumstances discussed below, this fund or a portion of it 
may be returnable. No commissions are paid on the policy; since 1926, 
it has been handled by direct negotiation between policyholder and 
insurance carrier. An amount equivalent to the standard commission 
which would otherwise have been paid (less than 1 percent), however, 
is charged against the account to reimburse the carrier for expense 
incurred in servicing. 

It should be noted that the corporation is performing many of the 
functions which, in smaller risks, are normally undertaken by the 

carrier, that is, administration of claims, writing drafts in payment 
of claims, soliciting employees for participation, and providing infor- 
mation with respect to the operation of the program. 





° Retentions are discussed in the subcommittee’s first interim report, 84th Cong., 
1st sess. committee print, pp. 24-25, and tables 7 and 8 (January 1955). 

10 Sec, p d p. 3495, infra. 

11 Presumably, the General Motors policy is 1 of the 7. 

12 See table 3 (tables are at end of this section) for data on 1954 experience and cumu- 
lative policy experience, 1926—54. 
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(B) RESERVES 


Group-writing companies normally maintain two types of reserves: 
Claim reserves and contingency reserves. Table 4 summarizes the 1954 
reserve experience for the General Motors policies. In the course of 
the year, General Motors employees received $33,182,106 in insurance 
benefits; but this figure did not represent the total claim or benefit 
liability incurred during the policy year. A number of claims had 
been reported by December 31, 1954, were in process but had not been 
paid. In addition, a larger number of employees had incurred disa- 
bilities during 1954 but had not reported them or applied for benefits. 
To cover these and other costs (incurred but not yet paid) the insur- 
ance company set up additional claim reserves in a net amount of 
$1,463,640. Many of these claim reserves (or, more correctly in some 
cases, inventories) can be likened to revolving funds, which are drawn 
upon and replenished annually.“ Thus, when a net accretion of 
$1,463,640 was added to 1953 reserves (totaling $20,243,657 at the 
end of the year, much of which, in turn, had been paid out during 
1954), total claim reserves and inventories increased to $21,706,847 as 
of December 31, 1954. In addition to the above claim reserves and 
inventories, the Metropolitan also held four other reserves, largely 
contingent in nature. These—the normal contingency fund, the old- 
age continuance reserve, the rate-reduction reserve, and the State 
assessment reserve—totaled $33,254,716. Thus, told claim reserves and 
reserves for particular contingencies for both salaried and hourly rate 
employees totaled over $50 million. 

(1) Claims reserves 

The several claims reserves will be discussed in the order in which 
they appear in table 3. 

Pending claims.—On December 31, 1954, the Metropolitan held 
$249,569 in reserves for pending death claims, disability claims, and 
claims for accidental death and dismemberment. ‘These reserves rep- 
resented an inventory of known 1954 liabilities to be liquidated in 1955. 

Unreported claims—Reserves for unreported claims totaled 
$10,446,330, covering claims incurred during 1954 but not yet reported 
to the company. They represented Metropolitan’s estimate of the 
1955 cost of five types of benefits. 

Liability for approved disability claims.—The General Motors 
group life-insurance policy contains a liberal permanent and total 
disability clause. Instead of the “waiver of premium” clause found in 
most group life policies, the General Motors policy provides for month- 
ly benefits of $20 per $1,000, for life insurance for as long as 50 
months,” in addition to a waiver of premiums during disability. On 


13 An example will clarify the revolving-fund analogy. On December 31, 1953, the 
General Motors-Metropolitan unreported death and disability reserve was $2,306,330. Of 
this, $906,330 represented death reserves. By December 31, 1954, over 93 percent of 
this sum (or $848,053) had been paid out. 

“4 The reserve for unreported death and disability claims totaled $2,306,330 on Decem- 
ber 31, 1953. It was inereased by $100,000 on December 31, 1954— at the end of a year 
during which premiums increased by over $1 million. As the number of covered em- 
jloyees and the size of benefits increase, so will reserves for unreported claims also 
ncrease, For example the new collective agreement signed by General Motors and 
the UAW-CIO in June 1955, increased maximum health and accident benefits from 
$45.50 to $85 per week. This liberalization will, no doubt, further increase the reserve 
for unreported health and accident claims set up on December 31, 1955, and in subsequent 
years. 

15 For employees with 15 years of service and under 60 years of age. 
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December 31, 1954, the aggregate liability, past and present, as re- 
ported by Metropolitan for this benefit totaled $7,649,807.° 

Post-conversion mortality charge.—An employee leaving General 
Motors can convert all or part of his group life insurance coverage 
to an individual life insurance policy without medical examination. 
The number of terminated employees converting their group life- 
insurance certificates to ordinary insurance is small, but the mortality 
rate among converters is extremely high. Apparently, many of the 
individuals converting are substandard risks. 

Because of the extremely high mortality rate among converting 
policyholders, insurance companies uniformly assess the group policy- 
holder with a charge for each $1,000 of insurance coverage. The charge 
goes to offset the adverse experience borne by the ordinary depart- 
ment. In the instant case, the conversion charge is $65 per $1,000 of 
group life-insurance converted. On December 31, 1954, the total of 
such charges made over the 28-year life of the General Motors policy 
Was $3,266,413. : 
(2) Contingency reserves 

On December 31, 1954, the Metropolitan held four General Motors 
contingency reserves totaling $33,254,716. During 1954, these re- 
serves were increased by a total of $4,972,037. Two of them—the 
normal contingency reserve and the rate reduction reserve—are unique 
and merit discussion. Тоо, the rate reduction reserve and the old-age 
continuance reserve, as they have been increased or decreased from 
time to time, have influenced significantly corporation dividend experi- 
ence under the policies. Finally, reserves have importance for tax 
purposes. 

Normal contingency fund (reserve).—During the depression years 
of the 1930's, insurance companies almost universally suffered extreme- 
ly adverse experience. In 1934, the New York State Insurance Depart- 
ment intimated to several of the major companies doing business in 
the State that a contingency of catastrophic reserve should be estab- 
lished by crediting 2 percent of the net life premiums to a special 
contingency fund.” 

Contingency reserves are sometimes called epidemic or catastrophe 
reserves. If one group policyholder experiences a catastrophic 1088,“ 
the claims incurred are charged first against the policyholder’s con- 
tingency reserve, while any excesses are charged against the insurance 
company’s general contingency reserves. 

When first written in 1926, the policy was on a cost-plus basis, with 
the policyholder fully liable for the costs of upward fluctuations in 
claims. Correspondence between the insurance company and the 
policyholder at that time indicated that the General Motors con- 
tingency reserve would be interest-bearing, held for the credit of the 
individual policyholder, and would not be merged with Metropolitan’s 
general contingency reserve.” 


16 A full breakdown was not available but General Motors figures suggest that it included 
$3.201,468 in reserve for anticipated disability payments and $4,448,239 in payments 
already made. The insurance company credits General Motors annually with 2.5 percent 
interest on the reserve amount. 

17 Contingency reserves are reflected in insurance company surplus. The amounts ac 
erued are not considered the property of the policyholder and are not normally returnable 
to the policyholder in the event of termination of the policy. 

18 For example, the Texas City disaster of 1947. у : 

19 Correspondence indicates that General Motors' contingeney reserve is carried in the 
carrier's annual statements as Special Group Life Reserve for Mortality (or Morbidity) 
Fluctuations. 
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. The above arrangements (with certain changes) have been con- 
tinued down to the present. But 20 years have seen substantial changes 
in group insurance. According toa General Motors memorandum: ?? 


* * * satisfactory experience and the accumulation of con- 


tingency reserves under other policies * * * (have enabled) 
the Metropolitan * * * to progressively reduce its contin- 
gency reserve charges against other policies. As a result, the 
2 percent annual charge against the General Motors Corp., 
which was formerly about as low as that for any policy, is 
now considerably higher than the charge which would be 
made under the regular formula for a policy of comparable 
size, 


During 1951, there were discussions between the Metropolitan and 
General Motors concerning changes in the contingency reserve prac- 
tices. Metropolitan suggested that the contingency reserves be avail- 
able for use in meeting “catastrophe” losses incurred by other policy- 
holders. General Motors, in turn, would pay lower contingency 
charges (less than 2 percent) and could, after final claims accounting, 
recapture the balance of the reserve in case of policy termination. 

No change has been made in the original arrangements. Present 
arrangements can be summarized as follows: (1) The General Motors 
contingency reserve is held solely for the protection of the General 
Motors policy ; it is not available to meet excess or catastrophic losses 
on other groups; (2) apparently both parties to the insurance contract 
agree that the reserve is not returnable to General Motors on demand; 
and (3) there is some disagreement about the status of the reserve 1n 
case of cancellation. Is it wholly returnable to the corporation? Is it 
returnable to the corporation to the extent it has not been reduced by 
claim losses? Or, after application of claim losses, is it returnable 
to Metropolitan? Officials of the Metropolitan told staff members 
that these questions are presently *unanswerable in the General Motors 
case," ? In any case, the General Motors contingency reserve is subject 
to different treatment than are the contingency reserves accumulated 
on other group policies. | | 

Rate reduction reserves,—In fixing group, insurance rates, Insurance 
companies provide a margin for unpredictable claim fluctuations. 
This margin (or overcharge) is included in gross premium rates and 
ultimately may be returned to the policyholder in the form of divi- 
dends. If, however, the insurance carrier can hold larger reserves, “It 
is not necessary to have as large a margin for contingencies.” Under 
these circumstances, the policyholder may gain, since a rate reduction 
reserve enables the insurance company to reduce premium rates, there- 
by reducing employer group insurance costs and premium taxes. | 

‘The General Motors policy has had a rate reduction reserve since 
1943. The reserve was set up to equal 14 times the annual amount 
of premium reductions but is now 1. For example: in 1945, a 6-cent 
monthly reduction in group life-insurance rates was equivalent to a 
premium reduction of approximately $830,000 per year. At the end 


* General Motors' memorandum Re Contingency Reserves—to R. N. Long, Assistant 
PT, m W. K. McCallum, October 22, 1951. 

— reserve data on another '*jumbo" case indicate 1954 charges by the Met ro- 

politan of 2 percent on the life premium and 1.38 percent against premiums for health 


OD Interviews with Gilbert Fitzhugh and Herbert Stark, December 21, 1955. 
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of the year, the rate reduction reserve amounted to $1,267,000. Other 
premium reductions and subsequent increases in volume of insurance 
increased the reserve to the December 1954 level of $6,367,794. 

Old age continuance reserve.—Since February 1, 1948, the General 
Motors group-insurance program has enabled employees 65 years of age 
or over to carry a reduced amount of group life insurance without fur- 
ther contribution. The ultimate amount of continued insurance 
ranges from 15 percent ($500 minimum) to 30 percent of the pre-65 
amounts, depending on pay and length of service. Since group re- 
newable term life-insurance rates increase sharply on older lives,” it 
is sound business practice to build up reserves to absorb some of the 
costs of such continuance. General Motors and Metropolitan have in 
effect followed such a policy. 

At the end of the year 1954, there were 17,088 individuals covered 
under General Motors’ age 65 provision. The estimated actuarial cost 
of paying out continued life insurance on this group was $16,596,550. 
An additional 3,234 individuals were expected to qualify under the 
continuance provision during 1955. The estimated continuance cost 
for this latter group was $2,980,000, making a total liability of 
$19,576,550. This is the amount in the insurance carrier’s old-age 
continuance reserve.“ 

State assessment reserves.— These reserves are mandatory reserves 
set up under the State disability benefit (or wage-loss insurance) laws 
of New Jersey and New York. The New York assessments, for ex- 
ample, represent contingency reserves charged against insurance com- 
panies for possible abnormal future claims from the sick unemployed. 


(C) EFFECT OF RESERVES ON INSURANCE COSTS 


It is important to understand the significance of reserves, especially 
the four contingency reserves, for General Motors’ group insurance 
costs. Tables 3 and 5 show an income item, “Interest on reserves.” 
This figure represents the interest at 2.5 percent per annum paid on 
reserves on hand at the beginning of each policy year. Thus, if there 
is no change in the interest rate payable during 1955, General Motors 
will be credited with 2.5 percent * interest on $33,254,716 (total con- 
tingency reserves on hand at the end of the policy year 1954 or at the 
beginning of the policy year 1955). Interest of 2.5 percent is payable 
likewise on the reserve portion of the liability for approved total and 
permanent disability claims. Finally, Metropolitan also credits Gen- 
eral Motors with interest of 2 percent per annum on the so-called 
mean funds, or the excess of premium income over disbursements under 
the policies.” 

Interest on reserves may reduce ultimate premium costs, but the 
creation and maintenance of reserves has other cost effects as well. 
Premium taxes and insurace company expenses are directly related to 


33 For New York admitted companies, $1.13 per month per $1,000 at age 50; $3.64 per 
month per $1,000 at age 65, and $8.13 per month per $1,000 at age 75. 

* For tax reasons, the individuals protected by the old-age continuance reserve do not 
have a fixed equity in the reserve. An individual equity would be tantamount to a paid-up 
life insurance B and nonforfeitable. Under existing Federal rulings, it would be taxa- 
bie to the employee as an economic benefit. р 

% General Motors’ California employees are covered by a policy written by the Pacific 
Mutual Insurance Co. 

% This interest rate is subject to change from year to year. 

2 The calculations for this credit are complex. For interest purposes, the 1954 mean 
fund approximated about two-thirds of the dividend. 


76189—56—11 
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size of premium. Assuming favorable claims experience, it is to a 
— s advantage to have premium rates as low as possible. 

he group insurance premiums paid by an employer are deductible 
for tax purposes as “ordinary or necessary expenses * * * in carrying 
on * * * business.” Dividends refunded, however, constitute taxable 
income. Thus, under certain circumstances, it may be to the policy- 
holder’s tax advantage to minimize or postpone dividends by increas- 
ing reserves. Finally—and most important—the establishment of re- 
serves can level out or reduce (through interest) the ultimate cost of 
certain types of group-insurance benefits. This is of special im- 
portance to companies providing for the continuance of group insur- 
ance on retired lives. Principally for this reason, General Motors 
and the Metropolitan have accumulated a reserve of $19,576,550 to 
cover the costs of insurance continuance for General Motors employees 
65 or older. 

In summary, the General Motors reserves are large, but they were 
not created haphazardly. Actuarial conservatism ‘has played some 
part in establishing their magnitude but it would be erroneous to con- 
clude that General Motors’ reserves are excessive solely because they 
exceed $50 million. It seems reasonable to conclude that they were 
set up by the Metropolitan and General Motors for entirely under- 
standable cost and tax reasons. 


5. THE PENSION PROGRAM 


Pensions for hourly rated personnel came into being October 1, 
1950. The plan originally provided for a monthly retirement benefit 
at normal retirement age (optional at 65, and mandatory at 68) of 
years of service up to a maximum of 30 multiplied by $1. 50. This pro- 
duced a maximum retirement benefit of $45 exclusive of social security 
benefits. 

The major features of the present program are set out below: 

Normal retirement.—Optional at age 65 with 10 years’ service, man- 
datory at age 68. Formula: Years of service times $2.25. 

Disability retirement.—Fifteen years’ service with no attained age 
requirement providing employee was actively at work on June 1, 1955, 
or thereafter. Formula: Years of service times $4.50, which reverts 
to normal benefit structure at age 65. 

Early retirement.—At age 60 or therea fter with 10 years’ service, 
If benefits deferred to age 65, normal retirement formula. If immedi- 
ate, normal retirement for mula actuari: illy reduced. 

Vesting.—For separation between ages 40 and 60 with 10 years' serv- 
ice, separated employee receives a deferred annuity (payable at 65) 
of years of service after age 30 multiplied by $2. 95 

F unding.—By contract, the minimum contr bation to the trust fund 
provided by the collective-bargaining agreement shall equal the nor- 
mal costs (liability accruing during any year) plus the amount re- 
quired for a share of 30-year amortization of the past service deficit 
(the liability with respect to future pensions already accrued when 
the original or modified plan was written). 

Investment policy.—The corporation's investment policy was set 
forth in a letter of November 8, 1950, directed to each of seven trus- 
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tees. In brief this policy provided for the following with respect to 
investments: 


Common stocks.—Exclusive of bank and insurance issues, up to 
35 percent of combined trust assets ; 

Preferred stocks and common stocks of banks and insurance 
companies.— Up to 15 percent of combined trust assets; 

Fixed income securities —Up to 50 percent of combined trust 
assets ; 


Maximum in any one industry.—7 percent of the combined trust 
assets; 


Maximum in any one company.—2.5 percent of the combined 
trust assets ; 

Maximum, any one company, any one trustee—O.75 percent of 
the voting stock of the company. 

Reference is made to table 6. It will be noted that with but negligi- 
ble exceptions, the corporation’s expression of intent to its trustees has 
been adhered to. 

The salaried employees of the corporation enjoy pension benefits 
somewhat more generous than those received by General Motors’ wage 

earners: in addition to a noncontributor y program which yields six- 
tenths of 1 percent of the employee’s average monthly salary during 
the terminal 10 years of employment multiplied by years of service, 
salaried employees are also eligible for participation in a contributory 
program which provides in return for an employee contribution of 
5 percent of salary over $250 a month, an annual retirement benefit 
equivalent to 30 percent of the employee’s aggregate contribution. 

The — — program for hourly and salaried personnel 

was not begun until 1950. However, the assets of the fund have already 
grown to siz: able proportions. Thus: 


| 5 | 


Чаа? | Corporation |Status at year 
5 | contribution | end 
MEE СЕ о осе) — — "E $64, 000, 000 | $64, 000, 000 
MEL sedie dont liie o aio ыы. ——— rus | 66, 770, 000 132, 492, 525 
ПИ е сс с сс о лос ко е сз са. Бо i2 69, 178, 000 204, 785, 274 
NEM ы Дф. ш aS CIA ARE chert eee Reef T. 3 80, 747. 000 280, 061, 004 
QN ак a ои львы Бива 74, 300, 000 371, 227, 411 


The assets listed above are designed to finance the benefits of both 
salaried and hourly workers. The assets earmarked for wage earners 
are, in themselves, sizable; on September 30, 1955, they totaled $261 
million. 

The corporation’s retirement program has already resulted in old- 
age security for numerous workers. On December 1, 1955, there were 
approximately 3,401 salaried employees and 13,100 hourly rate em- 
ployees on the pension rolls. 


6. FINDINGS AND CONCLUSIONS 


The subcommittee has come to several conclusions after its analysis 
of the General Motors welfare and pension programs. 

1. The history of the General Motors-Metropolitan insurance rela- 
tionship supports a major subcommittee conclusion, namely, that the 


3$ See hearings, pt. 3, pp. 1136-1138. 
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informed, intelligent buyer usually secures more liberal treatment from 
group-writing carriers than does the uninformed or ignorant pur- 
chaser. The correspondence between these two giants shows that an 
able staff of insurance specialists in the General Motors comptroller's 
office, unaided by an insurance agent or broker, was constantly seeking 
additional information on the cost (premium rates, premium taxes, 
and dividends) and the corporate income tax and reserve aspects of 
all group-insurance coverages. Partly for this reason (although other 
factors were at least as compelling), General Motors was able to secure 
the fullest and most complete breakdown of group-insurance costs 
which the staff of this subcommittee has seen. 

2. Insurance company retentions are, in considerable measure, a 
function of premium volume. As a consequence of the size of the risk 
and the cost-plus nature of the contract, General Motors has received 
unusually advantageous treatment from the insurance company. In 
1954, pure retention charged totaled 1.12 percent of premium, an 
amount that represents Metropolitan’s costs and additions to surplus. 
It will be remembered, however, that an additional 2 percent of pre- 
mium, representing the normal contingency reserve, may belong to 
Metropolitan. The Metropolitan Life Insurance Co. handles the Gen- 
eral Motors normal contingency reserve in preferred fashion; the re- 
serve is not pooled with other normal contingency reserves. Not only 
does the insurance carrier credit General Motors with interest on five 
types of reserves, but it also pays interest annually on the so-called 
mean fund, the amount representing the approximate difference be- 
tween premiums and the sum of expenses, reserves, and claims. 

The accumulation of large reserves has had, and will have in the 
future, an important effect on General Motors’ net insurance costs. 
The old-age continuance reserve, for example, reduces the future an- 
nual corporation cost of the amount of free life insurance provided 
for employees 65 years of age and older. (If General Motors dis- 
continued its program, this reserve could be returned to the corpora- 
tion.) Rate reduction reserves have enabled the corporation to pay 
lower premium rates. Finally, the accumulation of reserves signifi- 
cantly influenced the dividends paid after the hourly rate workers 
had been covered by a separate Metropolitan policy. During 1952, 
for example, the United States salaried employees’ coverage generated 
a gross premium of $9,210,714. Claims totaled $7,289,044 (79.1 per- 
cent), the expenses and taxes charged by Metropolitan came to $300,- 
949, normal contingency reserves were increased by $184,215, and 
State assessment reserves were increased $2,023. Thus, $7,776,224, or 
84.4 percent of premium, was expended or allocated, leaving $1,433,- 
490 available for dividends. Instead, the dividend which Metropoli- 
tan allocated to the salaried policy totaled $3,641,672, the largest share 
of which (61 percent) came from credits established by reducing the 
old-age continuance reserve by $1,682,575, and the rate reduction re- 
serve by $538,266. 

4, The maintenance of claims and contingency reserves, while un- 
derstandable and necessary from an insurance viewpoint, obscures the 
amounts of the corporation contribution toward the cost of insurance 


* The State assessment reserve, the old-age continuance reserve, the rate reduction re- 
serve, the normal contingency reserve, and the “reserve” portion of the reserve for total 
and permanent disability claims. 
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and welfare benefits. For example, in 1952, General Motors made no 
contribution toward the cost of the welfare benefits provided for sal- 
aried workers. This was because the large dividend discussed in the 
preceding paragraph ($3,641,672) exceeded the corporation’s con- 
tribution, converting General Motors’ 1952 contribution (a debit) into 
an actual gain (credit) of $233,585.? Since General Motors and 
Metropolitan have full legal and contractual control over dividends 
and reserves," the same thing could, theoretically, happen with re- 
spect to the hourly rate employees. It would appear unrealistic and 
unfair to permit management and insurance companies to manage 
these reserves in secrecy without reporting to the employee bene- 
ficiaries. "These reserves are a part of the costs of insurance. Em- 
ployees contribute to these costs and management's contributions are 
recognized by law as part of the compensation for employees' serv- 
ices, and are therefore exempted from taxation. 

5. As will be seen in section B below, the per capita costs of the in- 
surance programs of General Motors and United States Steel are 
somewhat similar. One of the principal differences between the two 
programs is that in the United Steel program both employee and cor- 
poration contributions are fixed by the collective bargaining agree- 
ment while General Motors simply guarantees to pay the balance of 
cost over and above specified employee contributions to provide agreed- 
upon benefits. Another is that United States Steel regularly makes 
reports to its hourly rate employees’ union representatives as to its 
exact insurance costs. Without going into the merits of either method 
of financing insurance programs, the subcommittee believes that the 
difference in the two approaches is not sufficient to warrant an en- 
tirely different concept as to disclosure. 


*? See table 7. 

52 The GM-UAW-CIO collective agreement (exhibit b-1, art. 1, sec. 3 (a)) specifically 
provides that the corporation “shall receive and retain any divisible surplus, credits, or 
refunds or reimbursements under whatever name, made en any such contracts. 
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PABLE 4.—Insurance reserves—General Motors and Metropolitan Life, 1954 and 
1926-54 cumulative 





— — 


(1) Claims, 
A. Cash claims 
B. Claim reserves and inventories: 


Pending death claims. ................. i 
Pendtng disability claims. . 


Pending accidental death and dismemberment claims. _ | 


Unreported death and disability claims. „_ 


Unreported health and accident claims... 


Unreported A. D. and D. claims = 
Unreported hospital and surgical claims. 
Unreported physicians’ attendance claims. . 
Liability for approved disability claims 
Post-conversion mortality charges 


C ا‎ due to interest loss on options al mode of settle- | 


ment. 


Total claim reserves and inventories.............- 


(2) Other reserves: 
Normal contingency fund... 
Old-age continuance reserve. 
Rate reduction reserve......... — 
State assessment reserve. .............. р 


Total 
(3) Total, all reserves and inventories ( 
4) Premiums earned.. 
5) Reserves and inv entories as percent pre miums (3+ NL 


2 plus 1.B). 


i Includes both claims — and reserves for future claims. 


1954 experience, 
reserves taken 





$34, 645, 746 


33, 182, 106 | 


MÀ 


—41, 555 | 


— 27, 700 


32, 000 


100, 000 | 
150, 000 | 


0 

5, 000 

30, 000 

1 1, 107, 729 
101, 174 


6, 992 





884, 306 | 


3, 771, 825 
263, £15 
51, 961 

4, 972, 037 
6, 435, 677 
44, 215, 263 





14. 55 | 


Cumulative 
reserves, 1926 
| to Dec, 31, 1954 





‚ 700, 850 
266, 994, 003 


170, 944 
18, 000 

60, 625 

2, 406, 330 
7, 650, 000 
75, 000 

| 55, 000 
| 260, 000 
17, 649, 807 
3, 266, 413 


94,7 
21, , 706847 





6, 964, 604 
19, 576, 550 
6, 367, 794 

345, 768 


33, 254, 716 
375, 960, 467 
14. 62 
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TABLE 6.—General Motors Corp. hourly rate employees pension trusts, United 
States, Sept. 30, 1955 


Amortized cost 


Funds invested in— 
Percent of 


Amount total 





Fixed-interest securities: 

General Motors Corp i $2, 544, 000 

General Motors Acceptance Corp. 618, 000 

General Motors Acceptance C orporation ‘of C anada, Ltd ] , 000 

Other bonds, notes, and debentures: 
United States governments EE x 000 | 
Railroads.... DN 5, ‚ 009 
ПО Пољак аади 34, 414, 000 | 
Industrials 30, 134, 000 
Other on — 2, 662, 000 
Real-estate mortgages. .... а ико bid , 132, 000 
Sale and leaseback agreements.. спос >“ 8, 364, 000 
Oil, gas, and mineral contracts and royalties. b — — 2, 564, 000 | 


м: 


рм‏ 5 ۳ حر دو دو س 
с О ~ 1 OD ~‏ 


Total fixed-interest securities еж yi 38, 246, 000 
ПИПИН LL prs ds É e | — 3, 483, 000 


wo 


Common stocks: 
Banks $ бла аре алый 9, 801, 000 
Insurance NU * ааа 8, 443, 900 
General Motors (82,2 275 shares $124 BELL Los — ‚ 813, 000 
КИНИ. сна S» K ۴ 83, 419, 000 


$t» 9 


LAr es 


+ 


3, 476, 000 


58, 205, 000 
, 536, 000 


Total funds available (excluding accrued interest) Кеа быа , 741, 000 
Income accrued but not received _...........-.....--..-.-- ыен о 10000 | 


Total funds... E ME 260, 931, 000 | 
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B. UNITED STATES STEEL CORPORATION INSURANCE 
AND PENSION PLANS 


1. BACKGROUND OF SUBCOMMITTEE'S STUDY 


During May 1955, as part of a general survey of insurance and pen- 
sion programs in the steel industr» v, staff members called upon several 
employers in the industry. Mr. John A. Stephens, vice president in 
charge of industrial relations, United States Steel Corp., at first de- 
clined to meet with the staff, asking instead that a letter be sent out- 
lining the objectives of the interview and spec ifying the information 
desired from the corporation. On May 20, 1955, Chairman Douglas 
wrote to Mr. Stephens setting forth the subcommittee's jurisdiction, 
its functions, and the reasons for requesting an appointment with him. 
On June 1, 1955, a member of the subcommittee staff met with corpo- 
ration officials in New York City. 

Present for the corporation were Enders M. Voorhees, chairman of 
the finance committee: Robert C. Tyson, vice chairman of the finance 
committee and comptroller; John S. Tennant, general counsel; R. H. 
Larry, assistant general solicitor; and M. M. Fisher, assistant comp- 
troller. Blake E. Turner, staff member, represented the subcom- 
mittee. 

The corporation officials described generally the operation of their 
pension and insurance plans. They declined, however, to furnish any 
information on the investment portfolio of the pension fund or any 
other data concerning investment operations. They said that finan- 
cial data could not be furnished on the insurance program since this 
information was located in the Pittsburgh offices. They felt that the 
unions and insurance companies involved should be consulted before 
making such data available. Copies of United States Steel's insur- 
ance and pension agreements with the United Steelworkers of Ameri- 
ca, as well as copies of the trust agreement for the noncontributory 
pension plan on hourly paid employees, were furnished in a letter of 
June 15, 1955, from Mr. Tyson. 

In initially declining to meet the subcommittee’s request, corpora- 
tion officials stated that they had no desire to obstruct the subcom 
mittee’s work, but took the following position: 

1. As to pensions, the agreement provides benefits which are guar- 
anteed by the corpor: ation. The agreement does not in any way bind 
the corporation to fund the pension plan; United States Steel may pro- 
vide the specified benefits in any manner it chooses. Therefore, since 
the method of funding retirement benefits is a matter of internal policy, 
the corporation feels : no obligation to disclose such matters. 

Disclosure of United States Steel’s investment portfolio and other 
data concerning its investments might seriously hamper future invest- 
ment operations of the fund. 

In a letter dated November 9, 1955, to John S. Tennant, general 
counsel of United States Steel, chief counsel Paul J. Cotter of the 
subcommittee reviewed the conference of June 1, 1955, and asked if 
the corporation's immediate position was ac curately understood by 
the subcommittee. On November 21, 1955, Messrs. Tyson and Tennant 
hand delivered a letter to counsel.” Reaffirming their previous posi- 


3? For this correspondence, see hearings, pt. 3, pp. 1168-1170. 
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tion they declined to disclose the investment portfolio of the pension 
fund and its investment operations. They also pointed out that, since 
the decision to create a pension trust in order to discharge the pension 
obligations as set forth in the agreement with the union was a matter 
of internal corporation policy, the operations of the trust were of a 
like nature. They contended that the subcommittee should not require 
United States Steel to disclose confidential information on matters 
not within the scope of United States Steel's agreement with the union. 
Following this conference the corporation furnished a numer of docu- 
ments pertaining to the United States Steel insurance program cover- 
ing the hourly employees. 

Shortly after this conference Mr. Tennant again called the chief 
counsel offering to show (in confidence) the list of pension trust invest- 
ments to the subcommittee chairman and other members of the sub- 
committee. Subsequently it was decided to request officials of the 
United States Steel Corp. in an open session to outline their program 
and express their views concerning this entire matter. 

On November 29, 1955, Messrs, Tyson, Voorhees, and Tennant ap- 
peared before the subcommittee in a public hearing. Mr. Tyson read 
a statement for Mr. Voorhees describing United States Steel’s pension 
and insurance plans. He also read a supplementary statement reiterat- 
ing the corporation's position on disclosure of pension fund invest- 
ments. The statement included a general description of such invest- 
ments which the corporation had prepared in the hope it would serve 
the subcommittee's purposes. 

A subsequent conference was held on December 16, 1955, in the chief 
counsel's office. 'This meeting was for the purpose of examining the 
jension fund's investment portfolio, together with any reports made 
b the pension fund to the corporation with respect to investments. 
Messrs. Tennant, Tyson, and Voorhees were again present, along with 
the chief counsel, Mr. Turner, and two officials of the Securities 
and Exchange Commission. The latter individuals were present (with 
United States Steel’s consent) to give technical advice on analysis of 
the investment portfolio. 

The corporation representatives offered a list of pension fund invest- 
ments for the 3-year period ending October 31, 1955, the investments 
being shown at cost. They declined to disclose the current market 
value of the fund portfolio, the composite rate of return, or the peri- 
odic reports made to the corporation by the pension trust. Again they 
took the position that such information pertained only to internal 
operations of the pension trust. They did not wish to disclose the in- 
formation to anyone outside the corporation, including the subcom- 
mittee. They also pointed out that such disclosure might seriously 
affect the corporation’s position in future collective bargaining. 

Subsequently, Mr. Tennant telephoned the chief counsel stating that, 
after reconsideration, the corporation was willing to furnish all the 
above information to the subcommittee. In view of the many other 
pressing matters facing the subcommittee, it was decided to let the 
matter drop. 


2. COVERAGE AND ADMINISTRATION OF PROGRAMS 


About 260,000 employees are covered by the insurance and pension 
plans of the United States Steel Corp. Some 180,000 are members of 
the United Steelworkers of America while 20,000 to 25,000 belong to 
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$0 to 60 other unions with which the corporation has collective bar- 
aining agreements, i. e., various railroad brotherhoods, sailors, the 
nited Mine Workers, etc. With slight variations, the hourly paid 
employees represented by all the other unions receive the same benefits 
as are provided under the agreement with the steelworkers. The 
corporation’s salaried employees receive insurance and pension bene- 
fits under separate arrangements. 

The insurance and pension programs for hourly rated workers are 
administered by a nonstock, nonprofit corporation known as the 
United States Steel & Carnegie Pension Fund, a Pennsylvania corpo- 
ration acting as agent or trustee for United States Steel. (The United 
States Steel & Carnegie Pension Fund will be referred to hereafter 
as the Pennsylvania Corp.) Twenty to twenty-four individuals serve 
as members of the Pennsylvania Corp., 15 of whom comprise its board 
of directors, and all of whom are also officers of United States Steel 
Corp. A committee on finance acts as custodian of all funds in three 
trusts administered by the Pennsylvania Corp. and also handles invest- 
ments by the trusts. Four of the finance committee’s five members are 
officials of United States Steel, the fifth being an official of the Penn- 
sylvania Corp. The Pennsylvania Corp. operates under trust agree- 
ments with United States Steel. Its staff works under a vice president 
in charge of investments. He is an official of the Pennsylvania Corp. 
(but not of United States Steel) and is administratively responsible 
for the operations of the Pennsylvania Corp. A supervisor of insur- 
ance administration and a supervisor of pension administration ad- 
minister the respective programs subject to his direction. 


3. INSURANCE PROGRAM 


In May 1935 United States Steel established a contributory group 
life-insurance program open to all employees, providing life-insurance 
coverage equal to approximately 1 year’s earnings. The balance of 
the cost above the amount paid by participating employees was met 
by the corporation. Seven insurance carriers underwrote the pro- 
gram, with the Equitable Life Assurance Society serving as principal 
insurer. 

It should be pointed out that in view of limitations of time and man- 
power no information was obtained by the subcommittee on the pro- 
gram for salaried employees and the discussion below is confined to 
that for hourly rate employees. 

In November 1949 the corporation signed a collective agreement 
with the steelworkers union to provide group insurance benefits. The 
total cost was to be shared equally by the corporation and its employees 
through contributions from each of 2.5 cents per hour. Subsequent 
negotiations led to a supplemental agreement on the benefits to be 
provided from these contributions. The plan commenced operation 
on March 1, 1950, with the Pennsylvania Corp. as administrator. The 
same plan was offered to employees of United States Steel represented 
by the other unions. 

Benefits included life insurance, sickness, and accident coverage and 
hospitalization. Surgical coverage was added in 1951. 

The life insurance and sickness and accident benefits were insured 
with the same carriers which had underwritten the 1935 group insur- 
ance plan. At the union’s insistence, however, hospitalization cover- 
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age and, later, surgical benefits were provided through Blue Cross 
and Blue Shield. 

Equitable Life (continuing as the principal carrier) issued a sepa- 
rate group insurance policy for the new plan, at the same time con- 
tinuing the policy which had once covered all participants in the 
corporation’s employ. ‘The majority of employees, of course, was cov- 
ered under the new policy. The old policy was continued to cover 
disabled employees, those who were laid off and ineligible to partici- 
pate in the new program, and employees who did not elect to partici- 
pate in the new plan. 

After the 1954 negotiations, the total contribution was increased 
to 9 cents per hour and additional benefits were provided. Again, the 
cost was — оп an equal basis by employer and employees. Effec- 
tive November 1, 1954, the plan provided continued life insurance 
for employees retiring after that date. To finance this benefit, a 
monthly assessment of $1.02 per participating employee was charged 
against combined contributions and paid into a special reserve created 
by Equitable. No comparable provision was made for employees who 
retired between March 1, 1950, and October 31, 1954. Although the 
corporation has no contractual obligation toward such employees, its 
officials testified that similar benefits nevertheless are provided for 
them. Those employees are covered under the original policy with 
Equitable. Employees who retired or will retire during the contract 
period subsequent to November 1, 1954, are covered under the new 
policy. 

(A) BENEFITS 


Life insurance.—The amount of coverage varies according to wage 
rates. Benefits range from $3,000 to $5,500 for active employees, re- 
duced to $1,250 after retirement. Additional optional coverage is 
available at the employee’s own expense. 

Accident and. sickness benefits.—The plan provides $40 per week 
for a maximum of 26 weeks for any one accident or sickness. In case 
of accidents, payments begin immediately ; for illnesses, on the eighth 
day. 

Hospitalization.—Wospital benefits are provided through the Na- 
tional Blue Cross 120-day plan common to the steel industry. This 
plan provides semiprivate room accommodations for employees and 
dependents, expenses incurred in the hospital, and a 10-day maternity 
benefit. E 

Surgical—Surgical care is provided through the National Blue 
Shield plan (also common in many steel programs). It provides re- 
imbursement for surgical operations under a fixed schedule with a 
maximum of $200. 

(B) CONTRIBUTIONS 


The employer contributions (fixed at 4.5 cents per employee-hour 
worked) are collected by the corporation from subordinate companies 
and divisions each month and turned over to the Pennsylvania Corp. 
Employee contributions are not made on a fixed 4.5 cents per hour 
basis. Instead they are computed according to individual wage rate, 
location of employment and ин status and translated into fixed 
monthly amounts which average approximately 4.5 cents per employee- 
hour for all participants. They are collected through checkoffs and 
remitted along with the contributions of the employing company or 
division to the Pennsylvania Corp. 
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(C) ADMINISTRATION 


By arrangement with the insurance carrier, United States Steel has 
assumed many administrative functions which would otherwise fal! 
to the carrier (such as processing and paying claims, and mainte- 
nance of enrollment and other forms). These tasks are handled by the 
United States Steel industrial relations, accounting, and payroll de- 
partments. During the first 5 years of operation (November 1, 1949, to 
October 31, 1954) assessments were made against contributions to re- 
imburse the corporation for these administrative costs. Asa result of 
the 1954 negotiations, however, such administrative expenses are now 
borne entirely by United States Steel. The union has no direct re- 
sponsibility for the administration of the plan. However, the in- 
surance agreement provides for a joint committee on insurance com- 

osed of an equal number of employer and employee representatives. 
United States Steel submits quarterly reports on the operation of the 
program to this committee. Thus: 


Full disclosure to that union (Steelworkers) is made with 
respect to the insurance matters which were collectively bar- 
gained; that is, there is full disclosure of moneys collected 
for insurance, disbursements for benefit coverage, balance of 
money on hand, detailed costs of benefits by types, details of 
employees covered, and experience under various benefit pro- 
visions. 


The joint insurance committee meets approximately six times a year. 
It is empowered to negotiate changes in the benefit program, if deemed 
necessary. 

The Pennsylvania Corp., as administrator, is the policyholder for 
the insurance program and receives any dividends accruing as a result 
of favorable claims experience. These dividends cannot be retained 
by the Pennsylvania Corp., however, or returned to United States 
Steel or to the contributing employees, but must be credited to the 
insurance account and used in furtherance of the insurance program. 


(D) FINANCIAL EXPERIENCE 


The United States Steel Corp.’s health and welfare program is a 
costly one. Its policy with the Equitable Life Assurance Society is 
one of America’s largest group insurance policies. On December 31, 
1954, there were 196,190 contributing employee participants. During 
the policy year ending on the same date, the corporation and its hourly 
rated employees paid, through the Pennsylvania Corp., insurance pre- 
miums aggregating $11,161,889.02. In addition, the Pennsylvania 
Corp. paid Blue Cross premiums of $12,244,846.71 and Blue Shield 

P. P 
premiums totaling $4,126,315.55. Thus, total 1954 health and welfare 
premiums came to about $27.5 million. 


?5 Testimony of Robert C. Tyson, hearings, pt. 3, p. 1150. Representatives of the union 
concurred with his testimony. 

*! Actually there are seven insurance carriers. Equitable wrote 50 percent of the risk 
with 6 other companies sharing the balance ; Aetna, 7 percent; General American, 10 per- 
cent; John Haneock, 3 percent; Protective, 5 percent; Prudential, 21 percent; Travelers, 
4 percent. 
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The insurance coverages have been well handled. Retentions by the 
various insurance companies have been low, averaging slightly less 
than 6 percent of premium in the 5-year period ending January 31, 
1955. 

Data on insurance experience for the 5 policy years ending January 
31,1955, are as follows: 


Item | Amount | Percent 
Premiums. 3 à * $56, 464, 913. 51 100. 00 
Ineurred claims Е | dada : dde Xd des 44, 866, 003, 29 | 79. 46 
Dividends ~ = си аи 4 وڪ‎ E $, 254, 60%. 14 14. 62 
Retentions Е пе : E 22 "3 3, 344, 302. 08 5.92 


Total premiums paid to Blue Cross for hospitalization in the period 
March 1, 1950, to January 31, 1955, were $47,233,088.04. Surgical 
coverage Was not or igin: Шу included in the program but was added in 
1951 by agreement between United States Steel and the union. From 
that time to January 31, 1955, total premiums paid to Blue Shield 
amounted to $13,816,486.91. This figure also includes in hospital medi- 
cal premium of $33,992.64, an additional coverage which was in- 
corporated into the program in 1954. 


4. PENSION PROGRAM 


Its first pension program was established on January 1, 1911, b 
United States Steel under the trusteeship of what is now the Pennsyl- 
vania Corp. At that time the program had trust assets of about $12 
million (consisting of about $8 million provided by United States 
Steel and about $4 million provided by the Carnegie Relief Fund estab- 
lished by Andrew Carnegie in 1901 and called the Carnegie Trust). 
“Pensions have been paid to retiring employees of long continuous serv- 
ice ever since that time, part of the cost being met out of the income 
earned on this fund." * Until 1939 the pensions were entirely noncon- 
tributory. In 1939 this plan was revised in order to * ‘supplement the 
old-age pension system adopted by the Federal Government in the 
1930’s.” °° Under this revision the noncontributory plan was termi- 
nated with respect to service after 1939 and a new, contributory plan 
was set up. Under the new plan employee pensions were b: ased on 
service accrued after 1939 and on earnings in excess of the amount 
($3,000) taxable under the Federal Social Security Act. “All em- 
ployees earning in excess of the amounts taxed under the governmental 
plan were eligib le to participate” on a voluntary basis. “The plan 
provided upon retirement at age 65 an annual life pension equivalent 
to 1 percent of the aggregate earnings upon which contributions were 
made. Participants contribute 3 percent of the eligible compensation 
and United States Steel contributes the balance necessary to provide the 
stipulated benefit. * * * These contributions are paid to the Pennsyl- 
vania Corp. as trustee under a trust agreement"—the so-called con- 
tributory trust.* 


*5 Hearings, pt. 2, p. 1158. 
æ Ibid., p. 1159. 
*' Idem. 
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On November 11, 1949, United States Steel for the first time signed 
a collective-bargaining agreement with the steelworkers to provide 
pension benefits for hourly paid employees. 'This noncontributory 
retirement program covered a 5-year period and commenced opera- 
tions on March 1, 1950. Benefits were increased under a subsequent 
3-year agreement signed in July 1954. 

Under the current plan the minimum service requirement for a 
normal retirement pension at age 65, or a disability pension in ad- 
vance of that age, is 15 years’ continuous employment. The monthly 
pension equals 1 percent of average monthly earnings for the last 
120 months preceding retirement multiplied by the number of years 
of service, less a fixed allowance of $85 for social-security benefits. 
For an employee with 30 years of service, the minimum corporation 
pension is $140 a month less the $85 allowance, or $55. For workers 
with less than 30 years’ service, benefits scale down to a minimum of 
$110 (less $85) for those with the minimum of 15 years' service. 

The pension agreement between the United Steelworkers of Amer- 
ica and United States Steel includes the following provision: 


For the purpose of supplying the pension benefits herein 
provided, the company may establish or cause to be established 
* * * a pension trust or trusts or may utilize any existing 
trust or trusts heretofore established. * * * The company 
* * * is free to determine the manner and means of making 
provision for funding and paying the pension benefits set 
forth in this agreement. 


The above clauses give the corporation great latitude in administering 
and financing its pension program. ‘There is no corporate obligation 
to create a pension trust, nor is there any obligation to fund pension 
liabilities, whether already incurred or for future service. Its ob- 
ligation is solely to pay the pensions specified in the collective agree- 
ment and it was primarily for this reason that corporation officials 
were reluctant to disclose details concerning funding. Asa practical 
matter the corporation utilized the “noncontributory trust” and is 
currently funding “both the current and past service costs” of non- 
contributory pensions required by the collective-bargaining instru- 
ment. 

The United States Steel Corp. witnesses at the hearing on November 
29, 1955, produced a schedule summarizing investments and other as- 
sets held in the United States Steel and Carnegie Pension Fund as 
of October 31, 1955, which is set forth in table 8. The portion of the 
amortized cost pertinent to hourly rate employees is about $640 mil- 
lion, according to corporation officials. 
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TABLE 8.—United States Steel and Carnegie pension fund—summary of invest- 
ments and other assets held in pension trusts, Oct. 31, 1955 


Amortized Total per- 
cost cent 


Investments | Касе 





United States Steel and subsidiaries: 


United States Steel Corp., serial debentures — .-| $67,700,000 $67, 415, 716 


Elgin, Joliet & Eastern Ry., mortgage 2, 658, 000 2, 699, 858 
Pittsburg, Bessemer & Lake Erie RR., mortgage 2, 342, 000 2.300, 394 5 
Union RR., refunding mortgage : 4 7, 212, 000 7, 212, 000 ы 
'Total x а — = d 79, 912, 000 79, 627, 968 10. 7 
(NoTE.— Only investments of the trusts in United States 
Steel or subsidiary companies.) 
Other bonds, notes, and debentures 
U. 8. Government аф à 160, 378, 000 160, 449, 029 21.6 
Railroads and equipments 2, 239, 545 2. 240, 562 3 
Public utilities ў кн 70, 414, 000 70, 750, 854 9. 5 
Industrials 154, 454, 595 154, 568, 630 20. 8 
All other м: 30, 213, 500 30, 012, 817 1.0 
Total bonds : 197, 611, 640 497, 649, 860 66.9 
Mortgages 2.8 
Oil and gas payments 1.4 
Oil royalties . .9 
Properties owned and leased.. 3. 1 
Preferred stocks 2 
Bank stocks 3.4 
Insurance stocks +. 8 


Common stocks 





16. 5 


Total " 743. 865. 925 100.0 
Less reserves for possible loss 15, 389, 473 
Net investments 728, 476, 452 
Cash ¢ 2, 603, 020 
731, 079, 47 
Less accounts payable net of receivables 2, 974, 887 
Net assets at Oct. 31, 1955 ЈЕ LE : . 728, 104, 585 


9. CONCLUSIONS 


1. The subcommittee believes that United States Steel's position in 
refusing to disclose information to its beneficiaries relative to its em- 
ployee pension fund arrangements is untenable. ‘This typifies an atti- 
tude of management encountered by the subcommittee. It cannot 
understand the thinking of management which permits it to use tax- 
exempt funds for either welfare or pension programs on the basis that 
such funds are employees! compensation * and then take the position 
that the manner in which such funds are handled is no business of the 
— but a secret internal corporation matter. 

The collective-bargaining agreement guarantees a specific pen- 
sion benefit during the contract period but an independent funding 
operation of an undisclosed nature is providing benefits over a longer 
period of time. 

There is no problem of disclosure in the United States Steel 
hourly rate employees’ welfare program since it regularly makes full 
reports to union representatives on these employees setting forth ex- 
act insurance costs along with both employer and employee contribu- 
tions toward the program. 


% Internal Revenue Code, sec. 162 (a) (1) permits employers to deduct from taxable 
income moneys spent for welfare and pension programs as compensation for services 
rendered. Sec. 106 of the code provides that employer payments toward employee accident 
and health programs are not taxable income, and sec. 401 of the code provides the manner 
in which the funding of pension plans may be effected to gain tax exemption. 
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C. THE UMW WELFARE AND RETIREMENT FUND 


The study of the United Mine Workers of America welfare and 
retirement fund for the bituminous coal industry was undertaken as 
part of the study by the staff of the pattern of welfare and pension 

lans in a number of representative industries and because the fund 
1$ the largest industry wide, jointly managed fund. 

Our inquiry included many interviews with the principal officers 
of the fund and several coal operators, review and inspection of fund 
records and procedures, and visits to an area medical office and four 
of the hospitals being built by the fund. Hearings were held on the 
program and testimony was taken from John L. Lewis, president of 
the United Mine Workers; Miss Josephine Roche, director of the 
fund; Dr. Warren F. Draper, executive medical officer of the fund, 
and Harry M. Moses, president of the Bituminous Coal Operators 
Association. 

1. THE INDUSTRY 


Bituminous coal mining is carried on in 25 States and Alaska, with 
86 percent of the production coming from 6 States: West Virginia, 
Pennsylvania, Kentucky, Illinois, Ohio, and Virginia. Some 6,000 
mines were in operation in 1954, not counting those mines producing 
less than 1,000 tons. There is considerable concentration of production 
in the larger mines. In 1953 the 226 mines producing more than 
500,000 tons per year each, constituting only 3 percent of all mines, 
produced 44 percent of the total tonnage. Total coal production 
reached a peak of 630 million tons in 1947, declined to 457 million in 
1953, and 392 million in 1954. Production in 1955 is running about 
20 percent over 1954. 

Mechanization of coal mining has been steadily increasing: at pres- 
ent over 80 percent of all underground coal is mechanically loaded 
and 92 percent is cut by machine. Hence, output per man per day has 
likewise been constantly mounting. Thus, net tons produced per man 
per day increased from 6.24 in the years 1945-49 to 8.17 in 1953 and to 
9.0 in 1954. 

The number of men employed by the industry has been declining 
since 1923 when 700,000 were employed. In the years 1945-49 the 
industry employed a daily average of 416,000 men; in 1953, 293,000; 
and in 1954, about 250,000. Employment in the industry is irregular; 
the average miner worked 191 days in 1953 and 174 in 1954. 


2. THE UNION AND COLLECTIVE BARGAINING IN THE INDUSTRY 


Almost all bituminous coal miners are members of the United Mine 
Workers of America: in a few areas mines are unorganized ; several 
thousand other miners belong to the Progressive Mine Workers Union 
of America. The UMW has 29 coal-mining districts, each cotermi- 
nous with a coal-mining field. Each district sends delegates to a na- 
tional policy committee which meets to frame collective bargaining 
demands and to ratify agreements made with the coal operators. 

The present collective bargaining pattern of the industry is for union 
representatives to meet with representatives of the Bituminous Coal 
Operators Association, 1 of the 2 major associations of coal operators, 
which represents about 65 percent of the total tonnage of the organ- 
ized industry, and to reach a settlement. The same collective bargain- 
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ing agreement is then made with the Southern Coal Producers Asso- 
ciation, which represents about 25 percent of the total tonnage. Then 
the union signs agreements with representatives of the smaller coal- 
producing associations and with independent producers who belong 
to no association. 

Prior to 1952 there was no continuing association of coal operators 
representing a substantial proportion of the tonnage of the industry 
with which the union could bargain. In order to negotiate an agree- 
ment, representatives of the union and of the coal operators met in 
what was designated as a national bituminous wage conference. When 
an agreement was arrived at, the union would sign contracts on the 
same terms with the various associations of the operators and with 
individual operators. 


3. HISTORY OF THE FUND 


President John L. Lewis of the UMW had long been convinced of 
the need for a welfare and pension program for miners. He first put 
forward a demand for a welfare fund in the 1945 wage negotiations. 
The operators refused. Mr. Lewis did not press it that year, but in the 
following year it was the principal demand of the union. All of the 
union's demands were refused by the operators; no settlement was 
reached and coal production ceased. After a strike, from April 1 to 
May 22, 1946, the Government seized the mines under the War Labor 
Disputes (Smith-Connally) Act. On May 29, Secretary of the In- 
terior Krug and the union entered into what became known as the 
Krug-Lewis agreement. This agreement, among other matters, pro- 
vided for a welfare and retirement fund to be financed by 5 cents a ton 
contribution on coal produced for use or sale. 

The agreement also provided for a comprehensive survey to be 
made by the Government of hospital, medical, sanitary and housing 
conditions in coal-mining areas to determine the improvements neces- 
sary to bring these up to “recognized American standards.” Rear 
Adm. Joel T. Boone of the United States Navy was asked by the De- 
partment of the Interior to direct this survey. The report of the sur- 
vey, A Medical Survey of the Bituminous Coal Industry, released in 
March 1947, made it plain that in many respects the existing medical 
facilities and services for coal miners were grossly inadequate. 

In October 1946 Mr. Lewis charged that the Government was mak- 
ing certain unilateral interpretations of the agreement which in his 
view breached the contract. Unable to reach a settlement with the 
Government, the union terminated the agreement on November 20, 
and coal mining ceased. Secretary Krug held that the United Mine 
Workers had no right to terminate the agreement and asked for an 
injunction against the union uder the Smith-Connally Act, which 
forbade strikes against the Government. Despite a restraining order 
the strike continued, and on December 3 United States District Judge 
T. Alan Goldsborough found the United Mine Workers guilty of 
contempt of court and fined the union $3.5 million and Mr. Lewis 
$10,000. The miners returned to work. Lewis appealed the case to 
the Supreme Court, which upheld the Goldsborough decision, fixed 
the at $10,000 on Lewis but reduced the fine on the union to $700,000. 

During this period the fund has been inoperative largely because 
the Government, as administrator of the coal mines, and the union 
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could not agree upon a neutral trustee. The Centralia mine explosion 
on March 25, 1947, in which 111 miners lost their lives, stimulated 
agreement on a neutral trustee, and Thomas E. Murray was so named, 
On April 18 the trustees—Capt. N. H. Collisson, the Administrator 
of the mines for the Government, John L. Lewis for the union, and the 
neutral trustee—met and as their first act authorized payment of 
death benefits of $1,000 to the survivors of the miners who had died in 
the Centralia disaster. 

On June 30, 1947 the Smith-Connally Act expired and the mines 
were returned to the operators. A few days later they entered into 
an agreement with the union under which they agreed to the welfare 
fund and to increasing the royalty payments to 10 cents a ton. At 
that time, Ezra Van Horn became trustee for the operators, replacing 
the Government Administrator, Captain Collisson. 

Up to this time, all benefit expenditures from the fund had been 
limited to payments of death benefits and to distress benefits, i. e., 
mainly provision of relief in disaster cases. Payment of pensions had 
not been initiated because the trustees were unable to agree on the 
amount of pensions or the nature of a pension program—one of the 
issues being whether the pension plan should be funded or operated 
on а pay-as-you-go basis. On January 17, 1948, Mr. Murray resigned 
as the neutral trustee. Mr. Lewis took the position that the refusal 
of the operators’ trustee to agree to any proposals to activate the pen- 
sion program amounted to refusal of the coal operators to honor their 
agreement and on March 15, 1948, the miners again stopped work. 
Subsequently, Mr. Van Horn filed several suits to prevent operation of 
the fund. 

Failure of mediation efforts to end the work stoppage led President 
Truman to invoke the Taft-Hartley Act. A смени бон board charged 
that Lewis' circular letter of March 12 to the membership informing 
them that the welfare fund was unable to function had “induced the 
miners to stop work," and on April 13 President Truman ordered 
the Attorney General to seek an injunction against Mr. Lewis and the 
UMW to restrain them from continuing the strike. Judge Golds- 
borough issued a restraining order and scheduled a hearing, directing 
Mr. Lewis and the UMW to show why they should not be held in con- 
tempt because of the miners’ refusal to return to work. 

A few days later, on April 10, the stalemate over the naming of a 
third trustee for the fund was ended when Lewis and Van Horn agreed 
on Senator Styles Bridges of New Hampshire. On the day of the 
contempt hearing, April 12, the trustees met and voted to start pen- 
sion payments. Lewis informed all local unions of the action and the 
agreement was honored. Judge Goldsborough held that the miners' 
return to work at this time did not constitute satisfactory compliance 
with his order. He proceeded with the contempt case and on April 
20 found the union and Mr. Lewis guilty of civil and criminal con- 
ye of court. 'The union was then fined $1.4 million and Mr. Lewis 

20,000. 

The trustees had agreed on pensions of $100 a month to men who 
were at least 62 years old, who had 20 years’ service in the industry, 
and who had retired after May 29, 1946, the date of the Krug-Lewis 
agreement. The actual payment of pensions was held up because of 
various suits which had been filed by Mr. Van Horn. With the wel- 
fare program still in abeyance the union moved into the 1948 contract 
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negotiations. Shortly after a settlement had been reached, Judge 
Goldsborough rejected Mr. Van Horn's third suit which had chal- 
lenged the plan. Holding the Bridges-Lewis pension plan *a business- 
like" proposal, Judge Goldsborough's decision said— 


There seems to be nothing that shocks the mind at the idea 
that the members of the United Mine Workers who have 
worked for 20 years under the ground and are 62 years old 
should get $100 a month pension. Of course, if the fund 
won't stand it, they will have to change it, but it is meager. 
It is just enough to keep them from being objects of charity 
in their old age; it is just enough to give them a little dignity. 
The court does not think that there is any justification in law 
or in sound reason for this complaint. 


Within the reaching of the 1948 wage settlement the operators re- 
moved the last legal roadblock to the operation of the welfare fund 
by instructing Mr. Van Horn to drop his remaining legal suit. The 
agreement provided for increasing the fund royalty payments to 20 
cents per ton. In September 1948 the fund issued its first pension 
check. 

At about the same time the medical program began operation. In 
July 1947, Dr. R. R. Sayers, formerly head of the Bureau of Mines, 
and previously with the United States Public Health Service, had 
been appointed chairman of the newly created medical advisory board 
for the fund. The trustees asked the board to study the types and 
standards of medical and hospital service to be furnished to miners in 
their communities, to suggest policies for physical rehabilitation, and 
to develop plans for carrying out the recommendations in Admiral 
Boone’s medical survey of the industry. Dr. Sayers appointed a num- 
ber of staff people and began developing plans for a medical program. 

The first goal of the medical program was the rehabilitation of 
some of the worst cases of disabled miners, including many para- 
plegics. These cases were sought out and sent to various rehabilitation 
centers. 

In April 1948, Miss Josephine Roche, a former coal operator and at 
one time Assistant Secretary of the Treasury, was appointed director 
of the fund. In September 1948, Dr. Warren F. Draper, a former 
Deputy Surgeon General of the United States Public Health Service, 
was appointed executive medical officer of the medical, health and hos- 
pital service. Shortly thereafter the medical program became opera- 
tional; it consisted of (1) hospital care and physician’s service in the 
hospital, office or home for miners who had been disabled for 6 months 
or more and for their families; (2) hospital and inhospital medical 
care for working miners and their dependents; and (3) a program 
of public health and preventive medicine. 

It was decided that the fund should itself administer the medical 
benefits. Ten area medical offices, each under the direction of a doctor, 
were established. The facilities and physicians available in the coal- 
fields were employed but it was decided to make extensive use of 
medical centers for difficult cases. 

Service for the miners was purchased from physicians and hospitals 
on a fee-for-service, free-choice basis. The area medical officers worked 
out the necessary arrangements with doctors and hospitals in their 
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areas on the basis of reasonable charges for authorized services ren- 
dered to miners and their families. 

The trustees announced on April 8, 1949 that thereafter pensions 
would be made available at age 60 instead of 62. However, other 
difficulties were ahead. The 1948 agreement expired on June 30, 1949, 
with the union and operators unable to reach an agreement. The 
union authorized the miners to work only 3 days a week. As a con- 
sequence, many of the operators stopped their royalty payments, and 
in September 1949 the trustees were forced to order a temporary sus- 
pension of fund benefits. 

The miners began to stop work in protest against nonpayment of 
royalties and a series of off-again-on-again strikes and work interrup- 
tions ensued. Finally in March 1950 the operators and union reached 
an agreement which became the National Bituminous Coal Wage 
Agreement of 1950. In addition to a wage increase this provided 
for an increase of 10 cents a ton in royalties (bringing them to 30 
cents a ton), and that the welfare fund would have as its trustees 
Mr. Lewis as chairman, Miss Josephine Roche, the fund director, as 
neutral trustee, and Charles Owen of New York as operator trustee. 
The operators agreed to pay up the royalties which were then in 
default. 

In the fall of 1950 the operators created the Bituminous Coal Oper- 
ators Association with authority to represent them in dealings with the 
union. Leaders in this move were the captive mines’ interests who 
were desirous of continuous and stable production in the industry. 

With the end of the dispute, the welfare fund reorganized and on 
June 1 pension payments were resumed. Hospitalization and medical 
services became available on July 1, but were limited thereafter to hos- 
pital care and physicians’ services in the hospital for both disabled 
and working miners. (The provision of physicians’ service in the 
office and home to disabled miners and their families had proved very 
expensive, subject to abuse, and was abandoned.) On October 12 the 
trustees announced a new program of maintenance benefits for dis- 
abled miners and dependents, and a new program of maintenance 
benefits for widows and dependent children, including their eligibility 
for medical and hospitalization services. 

Effective October 1, 1952, the bituminous coal wage agreement of 
1950 was amended to provide an increase in the royalty to 40 cents 
per ton. 


4. THE LEGAL BASIS OF THE FUND AND ADMINISTRATIVE 
ORGANIZATION 


The present legal basis of the fund is the national bituminous coal 
wage agreement of 1950, as amended September 29, 1952. This agree- 
ment provides for a fund to be designated and known as the United 
Mine Workers of America welfare and retirement fund of 1950. The 
agreement provides for payment into the fund by each signatory 
operator of 40 cents on each ton of coal produced for use or sale. It 
provides that the fund shall have its place of business at Washington, 
D. C., and shall be operated by a board of trustees, 1 appointed as 
representative of the employers, 1 appointed as representative of the 
union, and 1 a neutral party selected by the other 2. 

The agreement names Charles A. Owen as the representative of the 
operators, John L. Lewis as representative of the UMW, and Miss 
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Roche as the neutral trustee. In the event of a deadlock in the future 
on the selection of a neutral trustee, an impartial umpire shall be 
selected either by agreement of the 2 trustees or by petition of either 
of the 2 acting parties to the United States District Court for the Dis- 
trict of Columbia. 

It is agreed that the fund is an irrevocable trust created pursuant 
to section 302 (c) of the Labor Management Relations Act, 1947. The 
purposes of the trust shall be to make benefit payments from principal 
or income to employees of signatory operators and their families and 
dependents for medical and hospital care; pensions on retirement or 
death of employees; death benefits; benefits for wage loss due to occu- 
pational and nonoccupational illness or injury; benefits with respect to 
wage loss not otherwise compensated for by tax-supported agencies; or 
insurance to provide any or all of the foregoing; or benefits for any and 
all other purposes which may be specified, provided, or permitted in 
section 302 (c). However, the precise benefits to be provided are not 
spelled out in the agreement. The agreement also provides that the 
trustee designated by the UMW shall be chief executive officer and 
chairman of the board of trustees of the fund. It is also provided that 
an annual audit of the fund shall be made by competent authorities 
designated by the trustees. 

The benefits to be made available to miners and their families and 
the precise conditions of eligibility for these benefits are determined 
by the trustees. Over the past 5 years the board of trustees has met 
every other month or so, more recently every third month. 

Mr. Lewis accepts no remuneration for his services to the fund. Mr. 
Owen is paid a salary of $35,000 as trustee. Miss Roche accepts no sal- 
ary as a trustee, but is paid a salary of $30,000 a year for serving as 
director. Miss Roche is in full charge of all fund activities and 
reports directly to the chief executive ‘officer and to the trustees. 

The main administrative divisions of the fund are those of medical, 
health, and hospital services, benefit eligibility, fiscal services, legal 
services, research and statistics, and public relations. The adminis- 
tration of medical and hospital services is carried out through 10 area 
medical offices: 3 in West Virginia, 2 in Pennsylvania, and 1 each in 
Alabama, Kentucky, Tennessee, Missouri, and Colorado. All told, the 
fund has approximately 400 employees, of whom about half are in the 
Washington office and half in the 10 area medical offices. 


5. INCOME OF THE FUND AND METHOD OF COLLECTION 


All revenues of the fund come from the per-ton royalty, plus small 
additional amounts from interest on bank deposits and returns on 
investments. 

Each signatory operator submits not later than the 10th of each 
month a statement as to the tonn: ige produced during the past month 
together with the contribution due. This is audited by the fund. State 
and Federal records, such as those of the Bureau of Mines, which show 
tonnage production by each mine, are consulted by the fund and com- 
pared "with the employers’ reports. When an employer has been de- 
linquent in his contributions for 1 month a notice is sent to him and this 
is followed up with telegrams or telephone calls. Each union district 
president is given a monthly list of delinquent employers. The district 
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president then sends out his representatives to attempt to collect the 
royalty due under the arrangement. 

After an employer has been delinquent for several months, the coun- 
sel for the fund takes over and sues the employer to collect the amount 
due. Local attorneys are used. There are about 30 lawsuits of this 
type going on all the time. However, less than one-tenth of 1 percent 
of the contributions must be collected in this manner. 

Tonnage collections and total receipts of the fund in each fiscal year 
from 1951 through 1955 are shown below: 


| Tonnage col- | 
lections | 


Total receipts 


Year ending— | | 
ZEN ML S Cerdo iau ی ی‎ ede condi e Mod aea КАЛЫН о GEB SLE шо о а 
И AILE слот Г TEN NEN 126, 504, 522 
ЭА EJ See Eb adiutus | 129, 690, 366 | 131,482, 787 
КРИЛО НОВЕ аага о сЕ a по ин КЕ a | 132, 368, 802 134, 847 
PESE IE Loo idi. o duh bo iniu VQ ү 127, 920, 180 | 


A comparison of the total tonnage on which contributions are paid 
with the production of bituminous coal as shown by the statistics of 
the Federal Bureau of Mines would indicate that the industry is about 
80 percent organized; i. e., in the fiscal year 1954 the fund received 
collections on about 331 million tons of coal as compared with 413 mil- 
lion tons mined in the country as a whole. 


6. OVERALL BENEFIT PROGRAM—FUND FINANCES 


Over the 9 years of its existence, the fund has had six different bene- 
fit programs, namely: (а) pensions, (5) hospital and medical care, 
(c) distress and disability benefits for disabled miners and subse- 

uently rehabilitation and maintenance aid cash benefits te miners 

isabled for more than 6 months, (2) death benefits (now called funeral 
expense and widows and survivors benefits), (e) widows and depend- 
ent children cash aid benefits, and ( f) disaster benefits. 

All benefit programs of the fund are, and have been, self-adminis- 
tered and Et that is, the fund has provided the benefits 
directly either in the form of cash or services 9— has never purchased 
insurance to provide benefits. 

At present the fund has four benefit programs, namely: (1) pen- 
sions, (2) hospital and medical care, (3) funeral expense and widows 
and survivors benefits, and (4) disaster benefits. These programs are 
described in some detail later. 

The former programs of rehabilitation and maintenance aid cash 
benefits to disabled miners, and of maintenance cash aid benefits to 
widows and dependent children were both discontinued by the fund 
on April 1, 1954. The program of rehabilitation and maintenance aid 
cash benefits to disabled miners was in large measure an adjunct of 
the rehabilitation program. It provided cash benefits of $30 per 
month to a miner disabled for 6 months or longer, plus $10 for his 
wife and $10 for each dependent child under 18. These benefits were 
subject to reduction by any income from other sources that the miner 


had. 
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The former program of cash aid maintenance benefits to widows and 
dependent children consisted of benefits of $30 a month payable to 
widows with dependent children. An additional $10 a month was 
provided for each dependent child under 18. Widows 50 years of 
age or over without dependent children were eligible for $30 a month. 
These benefits were also subject to reduction for any other income 
the widow or dependent children had. The reasons for discontinuing 
these two programs in 1954 were that the fund found it could not 
support all of its benefit programs, and that benefits paid frequently 
took the place of assistance which would otherwise be provided under 
State welfare programs. 

Table 9 shows total receipts of the fund, expenditures for each bene- 
fit program, administrative expenses, total expenditures, and the bal- 
ance on hand at the end of the fiscal year for the period prior to 
June 30, 1950, and each fiscal year since then, and totals for the entire 
9-year period of the fund’s operation. 
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Over the 9 years of its existence, the fund has had total receipts 
of $882,000,000; paid out $756,906,000 in benefits; has utilized $21,- 
910,000 for administrative expenses (approximately 3 percent), and, 
as of June 30, 1955, had a balance on hand of $103,608,000. The pres- 
ent balance was largely built up during the years prior to June 30, 
1951. Over the past 4 years fund expenditures have been running 
at about the same level as receipts. 

Assets аз of June 30, 1955 consisted of: 


Checking and savings bank accounts and petty cash... ...--.----- $37, 160, 000 
U. B. ОВИ аса تھ ن‎ 45, 094, 000 
aa gg gg gg аваль ی‎ 3, 350, 000 
Notes receivable from Memorial Hospital Association. 18, 000, 000 
на 1 
она 103, 608, 000 


Over the years the fund has kept the larger part of its balance in- 
vested in Government securities, with the remainder in checking and 
savings accounts. Only during the last fiscal year did the fund have 
any other investments. The $3,350,000 in common stock held at the 
close of the 1955 fiscal year consisted of blocks of three public utility 
companies: Kansas City Power & Light Co., Cleveland Electric П- 
luminating Co. and West Penn Electric Co. 


(A) PENSIONS 


The fund pays pensions of $100 a month to retired miners. The 
present major eligibility provisions are that the applicant must (1) 
be 60 years of age or over at the time of filing his application; (2) 
have completed 20 years of service in a classified job, i. e., a job sub- 
ject to the collective bargaining agreement in the coal industry, dur- 
ing the 30 years immediately preceding his date of application; (3) 
have retired after May 29, 1946, the date the first fund was estab- 
lished, following regular employment in a classified job in the mine 
of an operator signatory to the agreement, and (4) have been regularly 
employed in a classified job in the coal industry immediately prior 
to the date the first fund was established. As of June 30, 1955, these 
pension payments were being received by 59,482 retired miners. Pen- 
sioners and their dependents are also eligible for hospital and medical 
care benefits. 

An applicant may file for a pension either through his local union 
or directly at the Washington office of the fund. The information re- 
quired of an applicant is extensive. The record of employment in the 
mines prior to 1937 ® must be validated by certificates of miners who 
worked with the applicant during the time shown or by affidavits of 
employers. 

The application blank contains a space for certification by officials 
of the local union that the applicant is a member of the local and also 
a space for certification by an authorized representative of the UMW 
district that the applicant is a member in good standing of the union. 
However, applications may be filed directly with the fund by miners 
not members of the union, and fund personnel state that applications 
are acted upon without reference to current union status. 


9» Post-1947 data available from Bureau of Old-Age and Survivors Insurance. 
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In the past, various cases have come before the National Labor 
Relations Board against the United Mine Workers, charging that the 
welfare and retirement plan was being administered solely for the 
benefit of UMW members in good standing, in violation of sections 
8 (b) (1) and 8 (b) (2) of the Labor-Management Relations Act of 
1947. Substantially all of these charges have been disposed of at the 
NLRB regional office level, either by dismissal, withdrawal, or settle- 
ment. Only one resulted in an unfair labor practice complaint pro- 
ceedings. This case was thereafter closed upon voluntary compliance 
by the union. In this case, it was agreed that the contract executed 
March 5, 1950, provided for the consideration of applications for fund 
benefits regardless of whether or not the applicant was a union 
member.” 

Applications for pensions and for all other benefits are processed 
at the Washington office. If necessary, extensive investigations, in- 
cluding field visits, are made to determine whether or not the applicant 
meets the eligibility conditions set up by the board of trustees. 

Applications which present close questions of eligibility, or for 
which required evidence has been unobtainable through correspond- 
ence, are taken up with the assistant to the director by the supervisor 
of the examining unit for joint review. If further consideration of 
the applicant’s eligibility status is required, the assistant to the director 
then presents the application and entire file to a special review com- 
mittee. The assistant to the director and an assistant comptroller 
serve on each of these special review committees, and one or more 
supervisors and senior examiners from the examining units, other than 
those previously examining the application, are assigned for service 
on these committees. If the special review committee, after full re- 
view of the application, reaches a unanimous decision as to the eligi- 
bility status of the applicant, action on А is taken accordingly. 

During the fiscal year ending June 30, 1955, 7,061 applications for 
pensions were rec 'eived. In the same year there were 6,778 authoriza- 
tions of pensions and 1,182 denials. Denials amounted to 16.7 percent 
of the number of applications received." "The chief reasons for denial 
of pensions in this fiseal year were (1) the applicant furnished no 
proof of 20 years of classified service out of the last 30 years (406 
cases) ; : (9) there was no proof of classified employment immediately 
prior to May 1946 (384 cases) ; (3) the requested evidence was not 
submitted; (4) the applicant dicnished no proof of age; and (5) the 
applicant was presently employed in the coal industry 

The subcommittee staff members reviewed illustrative cases of pen- 
sion applications which had been approved or denied and a small ran- 
dom sample of cases approved for pensions. They were impressed 
with the businesslike way in which these applications were handled 
and by the care taken to see that applications were acted upon in ac- 
cordance with fund eligibility requirements. 

The subcommittee either directly or through referral from Senators 
had received over the past year some dozen letters from miners who 
were aggrieved because their ‘applications for pensions had been denied. 
These cases were reviewed in detail with fund personnel. In every 


“ United Mine Workers, case No. 5—-cb-43—47, IR358, issued December 21, 1950. 
41 Denials and applications do not add up to number of applications received since appli- 
cations are not necessarily acted upon in the fiscal year in which they are received. 
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instance the denial of a pension was found to be in accordance with the 
eligibility requirements. 

The eligibility conditions for pensions have been changed a number 
of times. An important change was made in 1953. Prior to this time, 
the essential eligibility conditions were that (1) the miner must be 
60 years of age or older; (2) have retired after May 29, 1946; (3) 
have been employed in the industry in a classified job for a year pre- 
ceding retirement, and (4) have had 20 years of service in classified 
jobs in the industry. In 1953 these conditions were changed to require 
that the 20 years of service must have been within the 30 years pre- 
ceding retirement, and that the applicant must have been regularly 
em jloyed i in a classified job immediately prior to May 29, 1946. 

‘hese changes have caused a considerable number of persons to be 
denied pensions who would otherwise have been eligible under the 
former requirements. (As indicated above approximately a third of 
all denials in the 1955 fiscal year were on the ground that the appli- 

cant had not been employed in the industry immediately prior to in- 
— of the fund.) The main reasons for these changes were that 
the fund was finding that many individuals who had retired or had 
left the industry prior to May 29, 1946, were obtaining temporary em- 
ployment as miners only to qualify for pensions, and the mounting 
costs of the pension program required some tightening up of eligibil- 
ity conditions.* 

Once a pension has been authorized, the pensioner continues to re- 
ceive it each month until death, or until he resumes employment in the 
coal industry ; its continuance is not affected by subsequent changes in 
eligibility conditions, and fund personnel state it is in no way con- 
tingent upon the pensioner retaining his membership in the United 
Mine Workers. However, pensioners as a group have no equity in 
the fund and their pensions could be reduced or eliminated if the 
financial condition of the fund necessitated. 

The pension program is on a pay-as-you-go basis; there is no fund- 
ing of — The trustees representing the coal operators have on 
a number of occasions in the past voiced the opinion that the benefits 
should be funded, but Lewis and Miss Roche have thought otherwise. 

Expenditures for pension benefits have inereased steadily in the 
past 5 fiscal years, as shown in table 9, going from $42,473, 000 in 1951 
to $69,896,155 in 1955. Inasmuch as the program is relatively young 
it may be expected that pension costs will continue to increase for 
number of years before leveling off.“ 

The total administrative costs allocable to the pension program are 
calculated by the subcommittee staff to be approximately 1.7 percent 
of total pension benefits paid. 


42The letters received by the subcommittee from some miners indicate a feeling on their 
part that there is some inequity involved in a situation in which a man may have worked 
the greater part of his life in the mines and yet be denied a pension because he had not 
been employed in the industry immediately prior to inception of the program or failed by 
a few months to have accumulated 20 years of service. 

48 The UMW welfare and retirement fund for the anthracite coal industry, which is set up 
on the same basis as the bituminous fund, reduced all pensions in 1954 from $100 to $50 a 
month. The shrinking income of the fund, due to the declining demand for anthracite, 
was unable to finance the payment of pensions at the former level. 

“Jt should be made clear that the fund is, in effect, a unit. There is no real separation 
of fund income or assets for pensions and for other benefits. The requirement in section 
802 (c) of the Labor Management Relations Act, 1947, that moneys intended for payment 
of pensions shall be paid to a separate trust is met through the fund placing in a separate 
account from time to time amounts out of which pensions will be paid. Amounts with- 
drawn from this account may be used for payment of pensions and no other purpose. 





enter SOS دد‎ ٠ دست‎ 


BSR ees Be eee за а 


ve 


ТЕТ НАТУРИ 





AFF Y 


tren oer! 7 
3 


178 WELFARE AND PENSION PLANS INVESTIGATION 


(B) FUNERAL EXPENSE AND WIDOWS SURVIVORS BENEFITS 


Funeral expense benefits of $350, and w idows and survivors benefits 
of $650, or $1,000 in all, are provided to miners’ widows and survivors 
who meet the eligibility conditions set up by the board of trustees. 
Payment of the $350 funeral expense benefit is made immediately up- 
on approval of the application; payment of the $650 widows and sur- 
vivors benefit is paid at $50 per month for 11 months with a $100 
payment for the 12th and last month. 

Éligibility provisions require the applicant to prove that the de- 
ceased miner was last employed subsequent to May 29, 1946, in a classi- 
fied occupation in the mine of an operator signatory to the agreement ; 
or that the deceased miner was receiving a fund pension and was not 
working in any other industry at the time of his death. Survivors 
eligible for these benefits are the widow, children under 21, and parents 
entirely dependent upon the deceased. Widows and dependent chil- 
dren of deceased miners who receive survivors’ benefits are eligible 
for hospital and medical care benefits during the year they are receiv- 
ing these survivors’ benefits. 

In the fiscal year ending June 30, 1955, funeral expense and sur- 
vivors’ benefits were paid in the amount of $2,879,176 to widows or 
other dependents of some 3,374 deceased miners. 


(C) MINE DISASTER BENEFITS 


Benefits are also paid to the dependents of miners killed or seriously 
injured in mine disasters. 

These benefits are authorized in small amounts to tide over the 
families of mine disaster victims until compensation or other benefits 
are paid. In the past fiscal year benefits in the amount of $60,642.96 
were paid to the families of 240 miners killed or injured in mine dis- 
asters. 

(D) HOSPITAL AND MEDICAL CARE BENEFITS 


The hospital and medical care benefits provided to fund beneficiaries 
consist of (1) hospitalization in a ward or semiprivate room (or pri- 
vate room if medically necessary), including all special hospital serv- 
ices for as long as may be necessary ; (2) physician services while 
the patient is in the hospital; (3) services of specialists in the office or 
outpatient department (available only on referral from a general 
practitioner or by authorization of the area medical administrator) ; 
(4) dental services required for treatment of special conditions, e. g., 
cancer of the mouth; (5) certain expensive drugs and related supplies 
for nonhospitalized patients, i. e., drugs or other supplies which are 
required continuously over a considerable period of time, and which 
if not provided outside the hospital would lead to the necessity 
of hospitalization. Examples of these items are insulin, cortisone, 
and provision of oxygen to patients with respiratory diseases. 

There are certain exceptions or limitations to the care provided. 
The only dental care that the fund provides to its beneficiaries is 
that required in injury and certain diseased conditions. Such care 
must be approved by the Washington office before any dentistry can 
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be paid for“ The fund will pay for psychiatric care only in acute 
cases where there is prospect of improvement within a period of 
approximately 30 days. The fund will not pay for removal of tonsils 
or adenoids, except under very exceptional circumstances and when 
such treatment is incidental to the care required for other disease. 

The persons eligible for medical benefits under present trustee regu- 
lations are: (1) All miners working in a classified job in mines of 
operators signatory to the agreement; (2) unemployed miners whose 
last employment was in a classified job with an operator signatory to 
the agreement; (3) retired miners receiving a fund pension, except for 
such periods as they may be employed outside the coal industry; (4) 
the qualified dependents of these persons, namely, their wives, children 
up to 18, or up to 21 is physically or mentally incapacitated, and fathers 
and mothers of the miner or of his wife providing they have lived with 
and been dependent upon the miner for at least one year; (5) widows 
and survivors of miners for whom cash benefits have been authorized, 
during the year they are receiving these payments. 

Applications for hospital and medical benefits are filed with the 
fund through the local union. Once a miner has been certified by the 
trust fund as eligible he retains eligibility until the fund finds that 
he is no longer connected with the coal industry or otherwise fails to 
continue to meet eligibility requirements. The fund gets this informa- 
tion from various sources including the local union. The average 
number of persons eligible for hospital and medical benefits during 
the 1955 fiscal year was approximately one million.” 

The area medical offices have drawn up a list of so-called acceptable 
hospitals. In general, these include all licensed hospitals in the area, 
considered to be able to provide an acceptable level of care, and whose 
charges are considered reasonable. The vast majority of hospitals 
used by miners fall in this category. 

In general, hospitals are paid an amount for each day of service 
equal to the hospital’ s per diem cost of providing service to inpatients. 
Hospitals calculate their costs for this purpose by use of the reim- 
bursable cost form developed by the American Hospital Association 
and several Federal agencies. The per diem cost basis of remunera- 
tion is used only for hospitals which provide an appreciable volume of 
care to miners. Hospitals which serve only a few fund cases a year 
are paid on the basis of their billed charges. 

Upon discharge of the patient, the hospital makes out an invoice 
on a form provided by the fund and sends it in to the area medical 
office. If approved, the invoice is sent on to Washington for audit and 
payment. 

Each area medical office has developed a list of so-called participat- 
ing physicians. In all, there are some 8.000 such physicians through- 
out the country. In general, participating physicians are those who 
serve an appreciable number of fund beneficiaries, have asked to be 


4 At one time the fund provided any dental care that was considered necessary for medi- 
eal care and treatment of the patient. However, this gave rise to continuous trouble and 
dissatisfaction. The miners could not understand the limitations of the program. Some 
doctors referred considerable numbers of patients for dental care, others practically none. 
Costs of the program mounted and at one time reached $2.5 million a year. In 1952 the 
fund decided fo eliminate all dental care except that now provided. 

4 Of these approximately 106,000 were pensioners and their dependents, and approxi- 
mately 8,000 were widows and survivors receiving cash benefits. Of the remaining 886,000, 
n 211,000 were miners (employed or unemployed) and 609.000 dependents of these 
miners. 
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listed as participating physicians, and have not been disqualified by 
the fund for any reason. 

Participating physicians can hospitalize patients without advance 
authorization in each individual case. Nonparticipating physicians 
may also be remunerated by the fund for their services but only after 
prior authorization in each case from the area medical office. A 
small number of physicians will not be paid by the fund, i. e., physi- 
cians whom the fund has found were abusing the program, were pro- 
viding an unacceptable level of care, or whose past charges to the fund 
were unreasonable. 

The fund does not have a nationwide fee schedule. It pays phy- 
sicians their charges, providing these charges are reasonable com- 
pared with those of other physicians of similar qualifications in the 
area. This means that physicians are held to reasonable fees, by fear 
of being eliminated from the list of participating physicians. (Phy- 
sicians must accept the fund’s payment as full remuneration for their 
services and cannot make extra charges directly to the patient.) 

In a few areas the medical profession has indicated its preference 
for remuneration in accordance with a specified fee schedule, and such 
a schedule has been agreed upon. Thus in the Beckley, W. Va., area, 
the program is paying physicians on the basis of the schedule devel- 
oped by the Veterans’ Administration for paying physicians in West 
Virginia for services provided to veterans. In the Charleston, W. Va., 
area, the fee schedule of the local Blue Shield plan has likewise been 
adopted. It is probable that certain other areas are using the fee 
schedule of the local Blue Shield plan, the State workmen’s compensa- 
tion program, or the Veterans’ Administration, as guides to reason- 
able charges. In this matter, the Washington office appears to allow 
considerable latitude to the area administrators. 

Statistics have been compiled for each of the 10 areas as to the aver- 
age payments made for 7 surgical operations and normal and cesarian 
deliveries. Average charges vary substantially. In some areas 
amounts paid approximate the scheduled fees or allowances paid by 
the local Blue Shield plan; in two areas they tend to be in between the 
high and low schedules for plans with dual schedules of fees; ** in one 
area they are very considerably above the scheduled allowances of the 
local Blue Shield plan, which is, however, entirely on an indemnity 
basis. In comparing the average payments of the plan with Blue 
Shield scheduled fees, it must be borne in mind that virtually none of 
the Blue Shield plans are on a 100-percent service basis, i. e., requiring 
physicians to accept the scheduled fees as full payment for their serv- 
ices and to make no extra charge to the patient. 

In some areas, some physicians who provide a large volume of service 
to fund patients have been placed on a retainer basis. In a few areas, 
local unions have stimulated the establishment of group practice units 
with staff physicians paid on a full or part-time basis. The UMW 
fund is very much concerned with the quality of medical care received 
by its beneficiaries and has done a good deal to see that this quality is 
as high as possible. Probably the major instance of this is the fund’s 
undertaking through the Miners Memorial Hospital Association to 


47 Amounts paid by the plan for specified services and which physicians have agreed to 
accept as full payment for their services to persons under specified income levels. 
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build 10 hospitals in West Virginia, Kentucky, and Virginia. These 
hospitals are being build in a 100-mile-wide, 250-mile-long area which 
has been found medically backward, where there are insufficient doc- 
tors and hospitals, and the quality of service available is considered 
by the fund to be unsatisfactory. In these areas the fund felt that it 
would be wasting money to continue to purchase medical care from the 
existing facilities. 

Upon occasion, the area medical administrators with the cooperation 
of the local medical society have had disciplinary measures taken 
against physicians who apeared to be performing unnecessary surgery 
on fund members. At Dragergon, Utah, a particularly flagrant case of 
this kind resulted in the local union, with the assistance of the area 
medical office, establishing a group practice clinic with salaried physi- 
cians. 

'The fund has been concerned with the high rate of hospitalization of 
its beneficiaries. The fund's hospital admission rate is approximately 
180 cases er year per thousand eligible for care. The average stay is 
approximately 9 days, resulting in an overall hospitalization utilization 
rate of approximately 1,525 days annually per thousand eligible per- 
sons. These rates, especially the admission rate, are far higher than 
under Blue Cross. In 1954, the admission rate for all Blue Cross plans 
was 129 admissions per thousand participants, the average length of 
stay was 7.35 days, and 951 days of care were paid for per thousand 
participants. 

It should be realized that the Blue Cross plans have limitations on 
the number of days which will be provided under their contracts and 
that days of care received by subscribers over these limits are not in- 
cluded in the statistics. Consideration should also be given to the fact 
that the volume of hospital care utilized increases with age and that 
the fund beneficiaries are, on the average, an older population group 
partly because of the inclusion of pensioners) than the Blue Cross sub- 
scribers. 

On the other hand, the hospital utilization rate of the fund is lower 
than that of the provincewide program in Saskatchewan, Canada, 
which provides hospital care without limit to the entire population. 
In this program the admission rate is 204 per thousand beneficiaries and 
2,084 days of care are utilized per thousand beneficiaries. 

There is reason to believe that, other things being equal, the hospital 
utilization rate of miners and their families would be higher than that 
of the general population. One factor is that in some areas many 
miners live in isolated communities. Physicians, finding it difficult to 
make home calls, may tend to hospitalize cases which in an urban area 
would be treated at hime. Another factor is the increasing belief of 
the mining population that the hospital is the place for care of sick 
p» Probably the major reasons for the high hospitalization rate, 
1owever, are: (1) that the restrictions with respect to nonhospital care 
encourage excessive hospitalization; and (2) that the medical care 
available in the mining camps compares unfavorably with what is 
available at the hospital. A thinrd factor is the historical checkoff sys- 
tem for medical care in many mining communities—a system under 
which physicians are paid stipulated amounts per month for each man 
or family on their list. This system gives “list” physicians an incen- 
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tive to refer patients to hospitals to reduce the burden of their own 
work without loss of remuneration. 

Some of the area administrators have concluded that at least one- 
fourth of hospitalized cases could have been adequately cared for with- 
out hospitalization. 

The medical personnel of the fund, recognizing that excessive hos- 
pitalization constitutes a waste of fund money, has been making efforts 
to cut the hospitalization rate. The problems involved have been dis- 
cussed at length between the area medical administrators and county 
and State medical society representatives. In the spring of 1955, 
thef und personnel decided to attack the problem by requiring that in 
certain areas patients be hospitalized only after prior consultation with 
an apropriate specialist. General practitioners in the areas involved 
protested and as a result of organized medical opposition as exressed 
in a resolution of the house of delegates of the American Medical Asso- 
ciation, the fund agreed to waive this step. Instead, the fund decided 
to work for the development in each hospital of a medical audit com- 
mittee to review all fund hospitalization cases and call to account those 
physicians who seemed to be hospitalizing cases unnecessarily. 

It is possible that efforts to prevent excessive hospitalization through 
controls of the above types may be only partially effective. Fund per- 
sonnel are inclining to the opinion that the solution lies in building up, 
under fund auspices, the care available to miners and their families in 
the office and home. Doing this may well involve farflung problems. 
In many cases, apparently, medical facilities would have to be built 
and well-trained physicians brought in. Perhaps this could only be 
done through some system of group practice. 

It is recognized by the fund that its present medical program is 
incomplete, and it would be well if it could be extended to include 
home and office care. A good part of this care in the coalfields is now, 
as the Boone report showed, on a prepayment, 1. e., list practice basis, 
paid for by the miners. As had been indicated earlier, the fund 
ventured at one time into the field of payment for home and office 
care, but this phase of the program proved so expensive and gave 
rise to so much abuse that it had to be abandoned. 

The fund medical personnel are convinced that it will not be feasible 
to provide home and office service on an uncontrolled fee-for-service 
basis. They feel that an approach using the best administrative meas- 
ures and closely associated group practice, with payment to physicians 
on a mutually satisfactory basis, might be the solution. 'The develop- 
ment of group practice units would mean expense for facilities and 
might evoke considerable opposition from physicians in the areas. 
While fund personnel recognize the problems, they are convinced that 
some way of economically providing home and office care must be 
found. 

In general, the program's relations with organized medicine have 
been good. At any rate, a mechanism has been developed for talking 
over common problems. In good part this has been due to the diplo- 
macy of the fund’s executive medical director, Dr. Warren Draper. 
In 1952, Dr. Draper. who served for many years as a member of the 
house of delegates of the American Medical Association, appeared be- 
fore appropriate bodies of the association to discuss the plans of the 
fund in providing adequate medical service to its beneficiaries. Out 
of these discussions grew a meeting in October 1952 in Charleston, W. 
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Va., which was attended by the principal medical personnel of the 
fund and by representatives of the American Medical Association and 
the State Medical Associations of Virginia, Pennsylvania, West Vir- 
ginia, Kentucky and Tennessee. The conference provided an area for 
a frank and full discussion of the problems of medical care for miners, 
including the problems of excessive hospitalization, excessive or un- 
necessary surgery, inadequate hospital facilities, and the shortcomings 
of medical services in the mining communities. 

Successive conferences were held in 1953, 1954, and 1955. Ap- 
praisal of the results of these conferences is difficult. In any case, 
they have provided a means by which each group has been able to 
inform the other of its point of view and its problems. That the 
organized medical profession appreciates the way in which the fund 
has gone about the solution of its medical problems may be seen from 
an editorial from the Journal of the American Medical Association of 
December 11, 1954, entitled, “A Heartening Example.” 


The relationship between the medical profession and the 
United Mine Workers of America provides a heartening ex- 
ample of how labor and medicine, when each side is repre- 
sented by medical leaders sincerely devoted to high standards 
and imbued with a desire for mutual understanding, can work 
together amicably and effectively in a program to improve 
medical care for workers. A striking spirit of goodwill and 
cooperation dominated the third Conference on Medical Care 
in the Bituminous Coal Mine Area, held recently in Hunting- 
ton, W. Va., and reported on page 1403 of this issue of The 
Journal. The atmosphere this year was in marked contrast 
to that of the first conference 2 years ago, when the air was 
charged with complaints, fears, and sharp disagreements. 

The American Medical Association is more than happy 
to tell the world about it, for the story reflects credit on all 
concerned. Labor leaders, labor union medical adminis- 
trators, and physicians everywhere can learn valuable lessons 
from the way in which organized medicine and the United 
Mine Workers have sat down together to iron out a host of 
difficult problems. 


(1) Miners Memorial Hospital Association program 


The fund, through loans to a nonprofit corporation known as the 
Miners Memorial Hospital Association, Inc., now is building a chain 
of 10 hospitals which will provide more than a thousand beds. These 
hospitals are being built in an area encompassing the southern part 
of West Virginia, the western tip of Virginia and the eastern tip of 
Kentucky. One hospital was completed in late 1955, the others will 
be completed over the next 6 months. 

The Miners Memorial Hospital Association is a nonprofit organiza- 
tion, its board of directors composed exclusively of fund employees. 
The association has derived all its assets by loans from the fund which 
in June 1955 amounted to some $18 million. A recent resolution of 
the board of trustees provided for increasing these loans as needed 
to a maximum of $30 million. The loans are secured by mortgages 
on the hospitals and will be repaid out of the earnings of the hospitals. 
The staff which has been engaged to plan, design, contract for con- 
struction, and eventually to operate these hospitals are all employees 
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of the association, the medical administrator of which is Dr. Frederick 
D. Mott, formerly Deputy Minister of Health of the Province of 
Saskatchewan, Canada. 

The fund is building these hospitals because it had no other alter- 
native if it was to achieve its goal of good medical care for miners. 
The area in which these hospitals are being built produces about a 
third of the coal tonnage of the organized industry and contains about 
a third of the members of the UMW. It is an area strikingly deficient 
in medica] resources—an area with insufficient hospital beds, inferior 
hospitals, insufficient physicians, a dearth of qualified specialists, and 
high infant and maternal mortality rates. 

„In this area, most of the existing hospitals are proprietary, the hos- 
pitals being owned by individual doctors or partnerships of doctors 
and being closed to other physicians. Inasmuch as these hospitals 
now derive the greater part of their revenues from the welfare fund 
and since payments to hospitals include an allowance for depreciation, 
the fund was in effect paying the capital costs of these hospitals. 

The fund managers became convinced that the only way in which 
competent physicians could be attracted to the area was to make avail- 
able to them adequate hospital facilities. The efforts of the fund to 
stimulate community action to improve existing hospital facilities 
failed because of the economic conditions of the area and the proprie- 
tary interests of the doctors who now own the hospitals. 

In 1951, the fund arranged for its medical advisory committee, which 
advises the executive medical officer on problems and policies, to tour 
this area and visit some of the hospitals.* 

The group was accompanied by Dr. George Lull, secretary and gen- 
eral manager of the American Medical Association. The committee 
found conditions medically to be unsatisfactory and agreed with the 
fund medical personnel that the fund should build its own hospitals in 
the area. 

The trustees of the fund approved the program in 1951. Surveys 
of needs and existing medical resources in the area led to the decision 
to place the hospitals at their present locations. The hospitals have 
been planned on the general principle of regionalization, with the 
smaller hospitals being considered as ancillaries of the larger ones. 
All of the hospitals will have large outpatient facilities. 

Three well-known hospital architectural firms were employed to 
design the hospitals. While the hospitals are different architecturally, 
all have certain standardized features, for example, standard plumbing 
and hardware fixtures, and exterior wall construction, ceiling heights, 
and bays, which permit economies in the mass purchase of materials. 
The cost of the hospitals when completed and equipped will be between 
$25,000 and $30,000 a bed.“ In comparing these per bed costs with 


“® The committee at the time of the survey was composed of the following: (1) Dr. Robin 
C. Buerki, executive director, Henry Ford Hospital, Detroit, Mich.; (2) Dr. Dean A. Clark, 
ече director, Massachusetts General Hospital, Boston, Мавв. ; (3) Dr. Harold S. Diehl, 

ean of the medical sciences, School of Medicine, University of Minnesota, Minneapolis, 
Minn.; (4) Dr. Carl N. Peterson, secretary, council on industrial health, American Medical 
Association, Chicago, Ill.; (5) Dr. Howard A. Rusk, director, Institute of Physical Medi- 
cine and Rehabilitation, New York City; (6) Dr. Walter E. Vest, private practitioner, 
Huntington, W. Va., editor, West Virginia State Medical Journal. Members of the com- 
mittee serve without pay but receive a slight honorarium for attendance at meetings and 
are reimbursed for traveling expenses. 
The per bed cost will depend in part on what is considered to be the bed capacity; if 
bassinets for premature infants are counted as beds, the total number of beds in the hospi- 
tals will be 1,085 ; 1f not so counted, 1,038. 
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those of other hospitals, it must be borne in mind that eight of the 
hospitals provide apartments for some of the hospital staff, that all 
of the hospitals have much more extensive outpatient facilities than 
= — hospital, and that several of the hospitals have nursing 
schools. 

The hospitals will not serve fund beneficiaries exclusively. Вепе- 
ficiaries will have preference but to the extent possible the hospitals 
will serve others in the community. 

To some extent the 10 hospitals will be operated as a unit. There 
will be central supervision over the operation of all the hospitals. The 
fund has employed as clinical director, Dr. Aims C. McGuinness, 
former dean of the graduate school of the University of Pennsylvania 
Medical School, who will be responsible for the organization of the 
medical staffs in each hospital and for the medical standards. 

There will be central accounting and purchasing for all 10 hospitals. 
There will be standardization of personnel practices as among all hos- 
pitals. Some of the larger hospitals will provide certain maintenance 
services for the smaller ones. The larger hospitals will also provide 
advisory and supervisory services as regards business procedures, per- 
sonnel, nursing services and education and property management and 
general services. 

It is planned that the hospitals will be opened to the local doctors, 
and that all doctors in the areas served may apply for medical staff 
membership and will be accepted to provide those services for which 
they are considered qualified. To this end, careful studies are being 
made of the physicians now in the area and the field of medicine in 
which they are qualified. Each hospital will have a nucleus of full- 
time salaried men—chiefs of the medical, surgical, pediatrics, and ob- 
stetrical services. Some of the larger hospitals will have full-time 
men in some of the other specialties. These key physicians will see 
patients only on referral and all of the doctors working in the hospital 
will be responsible to them. 

The hospitals will be paid for their services to fund beneficiaries 
on the same basis as other hospitals, that is, on the basis of their all 
inclusive per diem costs. A good many of the miners in the area 
have checkoff arrangements for home and office medical care and it 
is possible that these moneys can be levied upon to pay for the out- 
patient care of some miners. 

There is little doubt that the hospitals will have a great impact 
on the level of medical care in the area served and that they should 
serve greatly to improve the existing levels of care. With their ex- 
tensive outpatient services for pay patients and their provision for 
salaried medical personnel, these hospitals represent adventurous 
experiments in the organized provision of medical care, the operation 
of which will be watched with interest by people the country over. 


(2) Rehabilitation program 

A significant part of the medical program and one of which the 
fund has much reason to be proud is the rehabilitation program. This 
was one of the earliest activities of the fund and it has continued as 
an essential part of the medical program. 

Mining is an exceedingly hazardous industry and every year thou- 
sands of miners are seriously injured in mining accidents. Probably 
the worst of these casualties are the paraplegic cases. Formerly, it 
was considered that the men so injured could not be returned to any 
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type of activity. They were given such immediate medical care as 
was required and then sent home to live out their lives in helplessness, 
a burden to themselves and to others. 

The first medical program of the fund was seeking out these cases— 
ultimately there were found to be several hundred of them—and 
arranging for their transportation to various rehabilitation centers. 
Many of the cases were sent to the Kaiser-Kabot Institute in Cali- 
fornia; others were sent to the Kessler Institute of Rehabilitation 
in East Orange, N. J.; and others to the Institute of Physical Medicine 
and Rehabilitation in New York City. А fair share were rehabili- 
tated to the extent that they learned a trade and became employable. 

Dr. Howard Rusk of the Institute of Physical Medicine and Reha- 
bilitation of New York City has given the following account of the 
rehabilitation of these cases: 


These were the toughest cases that anybody ever saw, bar 
none. You always like to tell about your worst cases, but 
there were many as bad as this one: This man was 40 years 
old and his back was broken 20 years before. How he sur- 
vived that length of time I don’t know. When he was found 
* * * he * * * had not seen a doctor in 315 years. There 
was not even a wagon road to his house and he was carried 
down in a sling between two bed poles by friends. The 
man had 11 bed sores from the size of a plate to the size of 
a dollar; stones in both kidneys and his bladder, and his 
lower extremities were almost up under hischin. You might 
ask, is it worth fooling with a person like that? He thought 
it was. He wanted to live. And we felt we had an obliga- 
tion. It took 26 surgical precedures and 13 months before 
we could even start to train this individual. * * * We 
trained that man to walk, swing through a gain on crutches 
in 90 days, and in control of automatic bladder and auto- 
matic bowel. And during the last 3 months of his stay in 
the institute he ran for sheriff in his county * * * and he has 
been sheriff there for more than 3 years. 


Beginning with those most severe cases, the fund program went 
on to rehabilitation of other less extreme cases. All told, over the 
period of the fund’s operation, 12,645 miners have completed neces- 
sary medical and physical rehabilitation. Many of these men, 
through cooperative arrangements with rehabilitation agencies and 
other groups have also received vocational rehabilitation. Approxi- 
mately a third of those who have received vocational rehabilitation 
are now self-supporting. 

The rehabilitation program which now covers both miners and 
their dependents is on a current basis; the backlog of cases has been 
taken care of. Each area medical office has a staff member respon- 
sible for the rehabilitation program. Physicians bring their cases 
requiring rehabilitation to this person’s attention. He checks all 
medical bills for possible rehabilitation cases. He sees that these 
cases come to a screening clinic which determines the type of care 
that is needed and the facilities than can provide it. The rehabili- 
tation staff member consults with the patient as to the agencies which 
can help him, if here is a placement problem arranges for specialized 
training at trade schools, and places the patient in contact with social- 
welfare agencies that can help hiri and the family. 
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The staff sees to it that other resources available to the person, such 
as workmen’s compensation, the Veterans’ Administration services, 
and any services available from the State and local agencies, are 
utilized. The fund’s policy in this field is to conserve its own funds 
by tapping the resources of public agencies to the maximum. In due 
course the person is put in touch with the State vocation rehabilitation 
agency and such services as are available from this agency are received. 

The rehabilitation program of the fund has played a significant role 
in stimulating State and local vocational rehabilitation agencies to 
improve and extend their services. In the fiscal year ending June 
1955, 455 severely handicapped or totally and permanently disabled 
miners and eligible dependents of such miners were provided hospital 
and medical care through fund payments of $1,283,421. 

(3) Finances of medical program 

In the fiscal year ending June 30, 1955, the fund spent for hospital 
and medical care $42,773,658. Of this amount, $24,539,397 was for 
hospital care, $13,058,335 for physicians’ services, $3,050,853 for out- 
patient and specialist services, and $2,125,073 for drugs and miscel- 
laneous supplies and services. ‘The fund estimates that approximately 
1 million persons were eligible for medical care on the average during 
the year. Hence, the overall cost amounted to approximately $42.77 
per capita of the population served. 

The above costs may be compared with an average cost in 1954 of 
$30.31 per person eligible for service under the Blue Cross and Blue 
Shield programs for the country as a whole. In making this compari- 
son it should be borne in mind that the UMW program provides all 
needed hospitalization, without exception or limitation, — Вше 
Cross has various limitations; that the program pays the cost of physi- 
cian service in full, whereas Blue Shield subscribers frequently have to 
pay extra charges over and above the allowances provided; that the 
UMW program covers the cost of hospital outpatient care and spe- 
cialist service outside of the hospital, whereas Blue Cross-Blue Shield 
provides outpatient care only in accident cases and generally provides 
only surgical and inhospital medical service. The UMW program 
provides certain drugs outside of the hospital; Blue Shield does not. 
Another factor is that 105,000 of the UMW population eligible for care 
are pensioners and their dependents, and that the cost of providing 
medical and hospital care to the aged is high. On the other hand, the 
fund's average per diem cost of hospital care—$15.56—is considerably 
below the average per diem cost of general hospital care for the coun- 
try as a whole—$21.76—as reported by all short-term general hospitals 
to the American Hospital Association in 1954.9 

The fund provides no breakdown of administrative expense for 
each progam. From data made available by the fund, the staff has 
calculated that the total administrative expenses allocable to the medi- 
cal program in the last fiscal year amounted to approximately $2,- 
330,000, or 5.2 percent of the total cost of the program. This may be 
compared with an administrative expense ratio (administrative ex- 
pense as a percent of subscription income or premiums written) in 
1954 of 6.8 percent of all Blue Cross plans, 11.2 percent for all Blue 








6 The $21.76 represents total expense per patient-day. It includes expenses other than 
those for inpatient care, such as research, education, outpatient care, etc. Hence, it is 
not a fully comparable figure. 
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Shield plans, and 129.6 percent " for the group accident and health 
business of all insurance companies. 

The fund compiles a considerable volume of statistical data on the 
utilization of services by its beneficiaries and on costs of service. 
Almost none of this is made public because of a belief on the part of the 
fund personnel that publication of such data (showing for example 
the variations in hospital admission rates or p: wments to physicians 
for specified surgical operations in the various areas) would impede 
the fund's efforts to reduce hospital utilization or lead physicians 
whose charges are below the average to increase their charges. 

(4) Some comments on the medical program 

In the course of their study of this program, the staff interviewed 
two physicians who are members of the advisory medical committee 
of the fund—Dr. Howard A. Rusk, director of the Institute of Physi- 
al Rehabilitation, New York City, and Dr. Harold Diehl, dean of the 
medical sciences of the school of medicine of the University of Minne- 
sota. Dr. William Shepherd, vice president, Metropolitan Life In- 
surance Co., who had been consulted by the fund on numerous occa- 
sions and is well informed about the program was also present. АП 
three of these men are members of the Health Resources Advisory 
Council of the United States Office of Defense Mobilization. "These 
experts thought that the program was excellent and outstanding in 
every respect. Dr. Rusk said that there were three things he found 
admirable in the medical program—it had the courage to make any 
payments for medical care of its beneficiaries that would contribute 
to their health and rehabilitation; it had the courage to stand up when 
it felt the fund was being exploited by dishonest physicians, and the 
high caliber of men that it had attracted to the program. The other 
two men associated themselves with these remarks. 


Т. COMMENTS BY EMPLOYER REPRESENTATIVES ON THE PROGRAM 


It was not possible for the staff to interview the coal operator's fund 
trustee, Mr. Charles A. Owen. However, his views were briefly ascer- 
tained by telephone. He said that there was no question as to the 
integrity and honesty of the fund. He thought the program was very 
wellrun. He said that in recent years all trustee resolutions have been 
unanimous and that his views on the program would echo those of Mr. 
Lewis and Miss Roche. 

Mr. Owen was invited to testify at the hearings but was unable to 
do so. He did, however, send a letter which appears іп the record of 
the hearings, and which affirms the above expressed views. He wrote, 
in part: | 

There is absolutely no question in my mind as to the integ- 
rity of the fund's administration, or the : ability, honesty, and 
devotion of the principal administrative officers and employ- 
ees of the organization * * * 

The producers have been kept currently informed of the 
fund's operations, with the result today that most of our more 
responsible people not only accept the fund but express them- 
selves as satisfied with its performance. "The trust's achieve- 


= The latter figure is inclusive of taxes approximating 2 percent on premiums. 
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ment of orderly retirement of over 60,000 miners is a note- 
worthy one and the exceptional hospital and medical care 
afforded the miners and their dependents is commented on 
favorably both within and outside the coal industry.” 


Mr. Harry M. Moses, president of the Bituminous Coal Operators 
Association, which represents 65 P of the tonnage of the or- 
anized part of the industry, told the staff that in his opinion the 
und has been managed with absolute honesty and great competence. 
He did not see how the program could have been better managed. 
He has high regard for those who administer the program. Не 
thought the fund is meticulous in granting or witholding pensions in 
accordance with the eligibility conditions. He said that in the early 
days of the fund, it had been less meticulous in this regard, and some- 
times shaded requirements a bit in order to make pensions available 
to people who did not meet the eligibility conditions 100 percent. 
However, procedures have been tightened up, and there can be no 
present complaint in this regard. 

The only complaints of the industry with the program are its costs. 
He thought that the operators felt that it would be better if the miners 
had some equity in the fund and the pension program was funded in 
some way ; however, this might be very costly. 

Mr. Moses gave a very brief statement at the hearings. Among other 
things he stated : 


Following acceptance of the principle of the fund, the 
industry has taken considerable interest in making it work. 
From time to time, through the industry trustee, Mr. Owen, 
the industry has made and will continue to make suggestions 
for its improvement. We hope some day to establish confi- 
dence in this area so that some of these may be accepted and 
all receive consideration. 

Since all must have the greatest respect for the low ad- 
ministration cost of the fund, and the meticulous honesty 
and integrity of the present trustees, most of the industry's 
suggestions have dealt with long-range programs to insure a 
balance between present and future costs limited by the eco- 
nomics of a highly competitive industry. 


Mr. Joseph E. Moody, president of the Southern Coal Producers 
Association, which represents about 25 percent of the tonnage of the 
industry, when interviewed by the staff said that his association was 
not in favor of the fund. He felt that while the industry should pro- 
vide complete care and compensation for miners injured in work 
accidents, there was no legitimate reason why it should be called 
upon to provide pensions for miners, or general medical care for 
miners and their families. 

He felt that the union was using the welfare fund to discipline 
union members and to maintain its membership. He said that the 
applications for hospitalization benefits and pensions must contain 
a certification that the applicant is a paid-up union member. He 
thought this was tantamount to requiring union membership as a 
condition of eligibility and is illegal. 


52 Hearings, pt. 3, p. 1049. 
8 Tbid., p. 1058. " 
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He thought that the 40-cent royalty was a burden too great for the 
industry to bear, that it had helped to raise the price of coal, and had 
lost markets for the industry. 

He thought that to some extent hospitals and doctors were taking 
advantage of the fund. He believed that hospitals in the area in 
which the fund is building the 10 hospitals are adequate and that the 
main reason the fund is building those hospitals is that the area is 
one in which the union is insecure, and that the union is building “union 
temples” in these areas to strengthen its hold. Не felt that the pension 
program should be funded so that miners would have some assurance 
of pensions in the future. 

Mr. Moody was invited to testify at the hearings, but was unable to 
attend, and later declined to avail himself of the privilege of filing a 
statement. 


8. COMPLAINTS BY MINERS AND SURVIVORS OF MINERS 


As a consequence of the publicity attending the hearings on the 
United Mine Workers welfare and retirement fund, the subcommit- 
tee or its chairman received a number of letters—approximately 35 
in all—from miners or widows or survivors of deceased miners. Close 
to half of these letters were from widows or survivors who had for- 
merly received continuing maintenance-aid cash benefits, but whose 
benefits ceased when the fund discontinued this benefit program as of 
April 1, 1954. Another large group were from miners past 60 whose 
application for a pension had been denied. In some of these cases the 
miners would have been eligible for a benefit had they applied prior 
to the 1953 change in eligibility conditions, which then required that 
the 20 years of service in the industry must have been within the 30 
years preceding application for a pension. Several were from miners 
who had had long years of service in the industry, but who had been 
out of the industry for a period of years in the middle forties, includ- 
ing the year 1946, when the fund was established, who have since 
returned to the industry and have been working in it for the immediate 
past several years, and who now find they are ineligible for a pension. 

The majority of these letters reflect great bitterness on the part of 
the writers and a feeling that they had been unjustifiably denied or 
deprived of a benefit which they thought was justly due them. А good 
many displayed great bitterness toward Mr. Lewis. Many of the 
letters ask that the Government “do something” to right the wrong 
the writers felt had been done them. Р 

Such letters must be discounted to some extent. Under any benefit 
or insurance program there must be eligibility conditions, and some 
of those who fail by a small margin in meeting these conditions will 
be bitter and aggrieved. Nevertheless, it was believed that the report 
on this program should call attention to the receipt of these letters 
and the existence of a certain number of miners or dependents of 
miners who feel that they have not been dealt with justly. 

The letters certainly indicate that in an established program an 
reduction of benefit or any tightening of eligibility conditions which 
deprives persons of benefits that they have been receiving or had 
counted on receiving, is to be avoided wherever possible. The letters 
also seem to indicate that the existing union machinery through which 
fund policy decisions are communicated to mine workers, and whereby 
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miners through their local unions or the conventions of the national 
union, ere able to make known their wishes and desires as regard fund 
policies, is possibly defective. Apparently, a considerable number of 
miners feel that the fund is managed entirely by Mr. Lewis, and that 
the miners themselves have very little to say with regard to it. 


9. CONCLUSIONS: APPRAISAL OF PROGRAM 


This program is honestly and well administered; in fact, the medi- 
cal program is outstanding. 

The provision of pensions to retired miners, of death benefits to 
survivors, and of comprehensive hospital and in-hospital medical care 
to all miners and their families, is of incalculable benefit to the bene- 
ficiaries. The fund provides these benefits efficiently and at a low 
administrative cost—less than 3 percent of fund contributions. The 
end result could probably not be achieved as well or at lower cost by 
any other set of arrangements. 

Insofar as can be judged within the time available for the survey, 
the pension program is carefully administered with pensions given 
to those who meet the eligibility requirements established by the 
trustees and withheld from those who do not. 

The medical program, taken all in all, can be characterized as no 
less than excellent. The program provides to its beneficiaries all 
needed care in serious illness, virtually without exception or limita- 
tions, and gives them complete protection from the risk of heavy 
medical expense. Much effort is being made to assure that the care is 
of a high level of quality. 

The medical program is administered by an outstanding group of 
individuals. Its administrative cost is very reasonable. The decision 
of the fund to build a chain of hospitals to provide service to its 
beneficiaries appears to have been well taken, and the hospitals should 
do much to raise the level of care available to miners in these areas. 
The building of these hospitals is an indication of the imaginative- 
ness, boldness and vigor with which the medical program has been con- 
ceived and operated. 

It is believed that the medical program would benefit if it made 
public data on its hospital utilization rates and costs, incidence of 
surgical operations, and average payments for selected operations and 
services. No appraisal by outsiders of the operation of a self-insured 
medical program is possible without such data. However, these 
defects—if indeed they are defects—and they are matters upon which 
wide differences of opinion are possible—are of small consequence 
in the total picture which is that of a farflung, pioneering, well-run 
program of immense value to its beneficiaries. 
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VII. SUMMARIES OF SPECIFIC INVESTIGATIONS 


A. INSURANCE PLAN OF UAW-AFL AMALGAMATED 
LOCAL 286 


Since the preparation of this report, the subcommittee has received 
notice that as of April 1, 1956, this local is no longer a part of the 
UAW-AFL, and Angelo Inciso is no longer a member of that 
international. 


1. THE UNION 


Amalgamated Local 286, United Automobile Workers of America 
А. F. of L., located at 3909 West North Avenue, Chicago, Ill., is an 
industrial union ; it organizes all types of shops, not confining itself to 
the automobile or automobile accessories field. It has about 5,000 
members, and has bargaining agreements with approximately 36 
companies in the Chicago area. Its international headquarters is 
located at 8670 Wilshire Boulevard, Beverly Hills, Calif. 

Officers of local 286, as of October 1955, were: 

Angelo Inciso, president. 

Peter Lepri, vice president. 

Frank Jur, recording secretary. 
Anthony Doria, financial secretary. 
Peter Lentine, sergeant at arms. 
Henry A. Holicky, guide. 

Sharon Herring, trustee. 

John Benz, trustee. 

James Samsela, trustee. 

Terms of the aforementioned officers reportedly expired in January 
1956. It was determined, however, that Anthony Doria, financial 
secretary, resigned from that position in November 1955. 

According to testimony received, local 286 holds its meetings by 
shop member ship rather than by general ee the shop meet- 
ings are reportedly held three times a year. In addition, each shop 
elects a certain number of committeemen id stewards; these com- 
mitteemen and — elect the officers of the local and reportedly 
meet three times a ye Union oflicers endeavor to attend the meet- 
ings of all shops which are held at union headquarters. 

It is the subcommittee’s understanding that this method of holding 
membership meetings is common to an amalgamated local union, and 
perhaps there are substantial re asons why it is good operating proce- 
dure. The net result, however, is that the general membership never 
gets together and the union ‘officials need only control’ disjointed 

roups. The subcommittee feels that the conditions which have been 
Fo und in the insurance program of local 286 have been facilitated, 
if not made possible, by the fact that the aforementioned procedure 
leads to an uninformed and unorganized membership. 
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The amount of membership dues is a basic question. As will be 
pointed out later in this report, the president, Angelo Inciso, insists 
that dues are $9.15 per member per month. Nevertheless, all union 
reports and the majority of union records show union dues at $3 
per month per member, and it is a percentage of the smaller amount 
that is sent to the international union as per capita tax. 

Financial affairs within the local have been controlled principally 
by Inciso. The union’s fragmentary financial records were main- 
tained by Anthony Doria, financial secretary. Doria, who is also an 
international officer of the United Automobile Workers of America, 
A. F. of L., during the majority of the period concerned, 1951-55, 
has operated from Milwaukee, Wis., and Los Angeles, Calif. 

At the time of the staff's inquiry into this program, Inciso was 
receiving a gross salary of $210 a week plus expenses, and Doria, a 
gross salary of $150 a week. Two of the business agents for local 286 
were paid salaries and expenses by the international, and a third 
agent was paid his salary by the international and $35 a week ex- 
penses by the local. Subsequent to the institution of the inquiry, and 
following an international convention in Cleveland in November 
1955, Inciso’s gross salary was reduced to $100 a week, and Doris 
resigned his position as financial secretary of the local. 


2. INSURANCE PROGRAM WITHIN LOCAL 286 


Following negotiations and agreements with various companies with 
which it had bargaining agreements, local 286 secured a group insur 
ance policy from Continental Assurance Co., Chicago, Ill., effective 
August 1, 1951. This policy continued in effect until November 1, 
1954, when it was canceled by the union. Following this cancellation, 
local 286 arranged by means described hereinafter to obtain similar 
benefits from the American Continental Insurance Co., also located 
in Chicago, Ill. 

Premium rates paid the Continental Assurance Co. during the time 
it held this policy were $5.15 per month per employee and $3.89 per 
month for dependent coverage. Subsequently, in April 1955, under 
American Continental, the rates for dependents were increased from 
$3.89 to $5.20 per month; at the same time there was an increase in 
benefits for dependents. These rates of $5.15 and $5.20, respectively 
(the actual premium on the risk) were still in effect as of October 
1955. | 

Although the premium rates paid the insurance companies were 
those set forth above, during 1954 local 286 began arranging with 
employers for premium rates of $6.15 per month per employee. As 
of October 1955, all companies/whose employees were covered under 
the group policy issued to local 286 were paying the $6.15 rate. 

The schedule of benefits under the program, applicable to members 
and their dependents, is as follows: 


Weekl Daily Maxi- р Diagnos- 
оне hospital [mum hos- Ms, mt Mater- | Medical | tic X-ray 
Life in- | and sick- [room andl pital ser- : expense | and lab- 
surance ness board vice = benefit | oratory 
benefit | benefit | benefit benefit 
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In April 1955, when the rates for dependent coverage were in- 
creased, the benefits to be derived were increased for daily hospital 
room and board, maximum hospital service and maternity care, and 
the coverage was extended to include medical expenses and outpatient 
service for X-ray and laboratory facilities. 

On October 5, 1955, Angelo Inciso advised the subcommittee's chief 
counsel that funds for the operation of this insurance program were 
secured through collective bargaining with the employers for a spe- 
cific cents-per-hour payment; that the employer increased the em- 
ployees’ wages by this amount, and that the employee union member 
paid directly to the union as dues an amount which included both 
actual dues and group insurance coverage. He stated further that each 
month the employee member paid $9.15 dues, $6.15 of which was put 
into a fund to purchase group insurance; that if the member wished 
dependent benefits, he paid an additional $5.20 per month. 

All payments toward premium now go to the union. From the out- 
set of the program, up to about July 1953, some of the companies di- 
rected premium payments to the then carrier, Continental Assurance. 
At that time, however, Inciso caused all companies to desist in this 
arrangement and, as of the time of the staff’s examination of the plan 
in October 1955, all premium payments were going to local 286. 

At the outset, this plan was administered by Continental Assurance 
Co. Toward the end of the first policy year, in May 1952, it was ar- 
ranged that effective June 1, 1952, the administration would be han- 
dled in the offices of local 286, and the carrier agreed to reimburse the 
union by an advance premium discount of 2 percent. Shortly there- 
after, the union asked that this premium discount be increased to 4 per- 
cent, but the company refused. Despite this refusal the union re- 
portedly held up premium for August 1952, hoping that the requested 
4 percent discount would be allowed. Finally the union was informed 
by the agent of record to take the 4 percent discount. Following fur- 
ther discussions between the union and the insurance company, the 
company agreed to allow such deduction on the basis that 2 percent 
would be allowed for administration and 2 percent would be an ad- 
vance against the rate credit normally paid to the union at the end of 
each policy year. The union began taking the 4 percent deduction on 
August 1, 1952, and continued doing so until the cancellation of the 
contract with Continental Assurance Co. on November 1, 1954. 

Under self-administration the union processed and paid all claims 
by draft drawn on the insurance company. 

Through the aforementioned discount, Continental Assurance Co. 
allowed the union to retain the following sums, applicable to the 
stated periods: 
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During the time that the Continental Assurance Co. was carrier 
in the case, it paid the union the following experience rate credits: 
For policy year Aug. 1, 1951 to July 31, 1952 $13, 363. 63 
For policy year Aug. 1, 1952 to July 31, 1953 9, 091. 86 
For policy year Aug. 1, 1953 to July 31, 1954 6, 991. 08 


29, 446. 27 
4, 552. 44 
33, 998. 71 

Following cancellation of the insurance contract with Continental, 
there was considerable controversy between the union and the com- 
pany relative to premium allegedly due the company for the month 
of September 1954, and to the company’s calculation of the experience 
rate credit for the policy year ended July 31, 1953. This controversy 
was not resolved until November 1955, at which time the union agreed 
to pay the premium due and the company recalculated its rate ¢ "redit 
for the policy year in question and gave the union credit for an addi- 
tional $4,552.44, as shown above. 

After cancellation of its contract with Continental Assurance, the 
union arranged with American Continental Insurance Co. for a new 
group policy. As stated above, premium rates and benefits for em- 
jloyees and dependents were the same with this company as they had 
bon with Continental Assurance. The policy was in effect with 
American Continental Insurance Co. at the time of the staff’s exami- 
nation of the program in October 1955. The union has continued to 
self-administer the program and to receive the 4 percent premium 
discount. For the period November 1, 1954, through September 30, 
1955, the discount was in the amount of $10,096.54. 

The first policy year under American Continental had not been 
completed at the time of the subcommittee’s investigation; rate credits 
had not been determined, and no information was available as to the 
dividend, if any, which would be paid by the company. 

William A. Hollister, of Libertyville, Ill., and D. A. Briscoe, of 
Milwaukee, Wis., were the brokers for the policy while the case was 
with Continental Assurance. Later, these same men began doing 
business as All Risk Insurance Agency, of Milwaukee, Wis. Individ- 
ually, and then as the All Risk Insurance Agency, these men received 
a flat 3 percent commission on the business during the time it was 
with Continental Assurance Co. Commissions paid for the period 
from August 1, 1951, to November 1, 1954, totaled $17,912.01. This 
figure included an estimated commission for the period in 1954 when 
there was litigation between the company and the union. 

Following transfer of the business to American Continental, Salva- 
tore Oddo became the broker in the case. He has been paid a flat 
2 percent commission and since January 1955, has received the sum 
of $4,482.73, applicable to the period November 1, 1954, through 
October 1955. 

3. DETAILED FINDINGS 


Preliminary inquiries concerning this program revealed a number 
of facets of its operations which were not clear and which were subject 
to serious question generally, and on four points specificall 

(a) 'The basis on which funds for the operation of the program 
are obtained ; 
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(6) The commingling within the union of funds secured as 
dues, initiation fees, insurance payments, etc. ; 

(c) The disposition by a union officer of these commingled 
funds; and 

(4) American Continental Insurance Co. practices. 

Preliminary to discussing our findings relative to these four points, 
the subcommittee is compelled to relate that investigation of these 
problems was carried on under unfavorable conditions. Inasmuch 
as the insurance program was administered almost wholly by local 
286, an examination of its books and records was necessary. How- 
ever, the subcommittee met with complete opposition when it sought 
to have these books and records made available for examination. 
Three approaches to and requests of Inciso were belligerently resisted 
by him. On November 19, 1955, a subpena duces tecum was issued to 
Angelo Inciso calling for the production on November 28, 1955, of 
the books and records relative to the insurance program before the 
subcommittee. It was determined that no бок books and records 
were kept by local 286 with respect to this program, nor with respect 
to its own union operation, but that any such data was maintained 
by the financial secretary, Anthony Doria, in the offices of the interna- 
tional union at Beverly Hills, Calif. Ап appropriate subpena duces 
tecum was therefore addressed to the international, calling for the 
production of local 286's records. Doria also was subpenaed. None 
of the records were produced on November 28; Inciso did not respond 
to the subpena; Doria appeared but claimed lack of understanding as 
to the records desired or lack of time to secure any records. 

The excuses submitted for failure to appear and to produce proper 
records by Inciso, and for failure to produce proper records by Doris, 
are without substance. They are contained in the printed hearings? 
and до not warrant being repeated here. It is nevertheless the feeling 
of the subcommittee that these officials deliberately tried to evade the 
production of such records. The conditions revealed by the records, 
when they were finally produced, are, it is believed, ample explana- 
tion for the reluctance and evasion of these union officials. It should 
be pointed out that the investigation of these conditions within local 
286 did not reveal that they were known to international officers 
other than Doria. Further, the inquiries made and information dis- 
closed pertained only to local 286 and did not cover any other locals 
in this international. 


(A) FUNDS FOR OPERATION OF THE PROGRAM 


As previously reported herein, Inciso stated that funds for this 
program originate with the employees who have received wage in- 
creases from the employer sufficient to cover the cost of their insurance 
coverage. 

Due to limitation in time and manpower, the subcommittee staff 
was not able to contact all of the em — having bargaining con- 
tracts with local 286 and whose — were participants in the 
insurance plan. However, a sufficient number of these employers 
were contacted to produce convincing evidence that the insurance plan 


1 Рф. 3, рр. 1005-1006, 1009-1015, 1076-1080, 1368-1369, 1510-1512, 1590-1592. 
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for members of local 286 did not operate entirely in the manner 
described by Inciso. 

According to hearing testimony, in the majority of the firms con- 
tacted, the cost of the insurance program was being borne solely by 
the company, and had not been provided through the medium of giv- 
ing the employees wage increases to offset the cost, as reported by 
Inciso. Again, in only 2 of the 12 companies contacted was the mat- 
ter of insurance a part of the bargaining agreement. In the remain- 
ing instances, the entire matter, whether the costs were being met by 
the company or the employees, was being handled on the basis of oral 
arrangements between ** and the management. 

The situation with respect to the insurance plan of local 286, as 
found in two of the concerns contacted, the Delta Star division of the 
H. K. Porter Co. and the Dixie Cup Co., both of Chicago, Ill., is 
believed to be indicative of the varied manner in which the plan 
operates. 

Delta Star.—Under wage-rate provisions of a bargaining agree- 
ment, signed on December 30, 1952, and retroactively effective August 
27, 1952, Delta Star agreed that “all of the above [wage] rates include 
3 cents per hour to cover group life and hospitalization insurance 
premiums which are paid for by the company. The cost of this in- 
surance is $5.15 per month for each employee in the bargaining unit. 
Insurance premiums are to be deducted as a portion of union dues 
on the first pay period of each month and rebated to the union." 
Under the above provision, the company deducted monthly the $5.15 
insurance cost from the employees’ wages and forwarded the money 
to the union. 

During the course of bargaining negotiations with Inciso in Sep- 
tember 1954, Delta Star agreed to provide each employee in the bar- 
gaining unit with a 1-cent per hour wage increase to cover the increase 
in the cost of insurance from $5.15 to $6.15 per member per month. 
In confirmation of this increased cost, Inciso wrote the company under 
date of September 21, 1954, advising that beginning October 1, 1954, 
union dues would be $9.15 per month per member. A bargaining 
agreement was signed September 30, 1954, effective September 27, 
1954, and the wage scale agreed to therein included the aforemen- 
tioned increase of 1-cent per hour. However, this agreement, unlike 
that of August 1952, made no mention of insurance nor did it single 
out the 1-cent increase and the reasons therefor. 

In this same agreement of September 1954 the company also agreed 
“to pay the premiums on the hospitalization insurance on dependents 
for members in this bargaining unit to give the same coverage as now 
in effect. All members in the bargaining unit eligible for this insur- 
ance will be covered.” Prior to this agreement, the employees paid 
the cost of insurance for their dependents. This provision was made, 
company officials stated, because those employees not having depend- 
ents were fully covered at company expense, while employees with 
dependents were being more or less taxed because they did have 
dependents. 

Delta Star had authorizations from their employees to deduct both 
union dues and insurance premiums from their wages, and has always 
paid these moneys to the union by checks drawn to the union. They 
are following the pattern described by Inciso. 
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Dixie Cup Co.—This company first agreed to participate in the 
plan in January 1953. At that time it agreed, effective January 1, 
1953, to pay the complete cost of the insurance, $5.15 per month per 
employee, and to make payroll deductions of $3.89 per month to cover 
dependent premiums for all employees authorizing the company to 
make such deductions. At that time the company followed a proce- 
dure of drawing one check for both premiums payable to the Conti- 
nental Assurance Co. and forwarding it to local 286. They continued 
doing so until some time in August 1953 when, at the request of the 
union, incorporated in a letter of June 13, 1953, they proceeded to 
make such checks payable to local 286. 

Under date of August 27, 1954, the union advised the company: 
“The present health and accident insurance is to be increased to $6.15 
per month per member."? Following this letter and preliminary to 
bargaining conversations, the union submitted to the company a num- 
ber of proposals including one to delete from the bargaining contract 
a section which provided as follows: 


A group insurance program prepared by the Continental 
Assurance Co. of Chicago will be provided for all employees. 
The company will pay the entire cost of this insurance pro- 
gram which will include life insurance, daily hospital bene- 
fits, hospital and surgical fees, weekly accident and sickness 
benefits, maternity benefits, medical expense benefits, diagnos- 
tic X-ray and laboratory benefits. * * * 


The request of the union was not granted, and the aforementioned 
section was included in a bargaining contract dated November 9, 1954. 
Soon after the contract was signed, the company was informed by 
Inciso that the insurance carrier was being changed to American Con- 
tinental Insurance Co. It was pointed out to him that under the 
bargaining contract the carrier was to be Continental Assurance and 
that any change would therefore be in violation of the contract. Re- 
gardless of this factor, as is known, the change was made and Dixie 
Cup Co. did nothing about it. According to testimony at the sub- 
committee hearings, as of the time of the interview with company 
officials in late 1955, Dixie Cup Co. was still paying premiums for 
their employees and forwarding this money to the union. 

This situation of the employer bearing the cost of insurance for 
his employees was also found in the Chicago Pottery Co., Eagle 
Grinding Co., Illinois Coil Spring Co., National Video Corp., Navi- 
dico Corp., Precision Paper Tube Co., and Titan Abrasives Co. In 
some of the cases the cost of the insurance was added to the em- 
ployees! wages and then immediately deducted, but this procedure 
was a mere subterfuge as the basic wage scale was not increased and 
overtime was computed on wages without the insurance cost included. 

In the case of Payson Manufacturing Co., it was determined that 
$5.15 of the premium was being deducted from the employees’ wages, 
and the additional $1 per member per month was being paid by the 
company. At the Chicago Nipple Co., and Duro Metal Products 
Co., as in the case of Delta Star, the employees have been granted 
а wage increase to cover insurance costs; the premium is deducted 
from their wages, and is forwarded to the union. In the case of the 


3 Ibid., pp. 1515-1516. 
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R. G. Haskins Co., the concern granted employees a wage increase 
to cover the insurance costs; however, it does not deduct this money 
from wages. Rather, the employee pays his $3 dues and $6.15 insur- 
ance premium to a union steward who visits the plant and, in turn, 
the union forwards $5.15 of the sum they receive to American Con- 
tinental. 

The various manners in which this plan operates and is handled 
in the companies is obvious from the foregoing. Of paramaunt in- 
terest, of course, is the fact that in the majority of the companies 
contacted, the company is paying the cost of the insurance directly 
to the union. The situation in the twenty-odd companies not visited 
is not known. However, it appears logical to assume that a number 
of other companies bear the cost of this insurance directly and have 
not raised wages in an amount equivalent to the premium. Regardless 
of the situation within these other companies, however, it is known 
that the plan is not operated in all instances as stated by Inciso, 
and it is probable that the companies who pay these insurance charges 
by check to the union instead of to the insurance carrier are violating 
section 302 of the Taft-Hartley Act. 

Inciso, when originally interviewed and throughout his subse- 
quent testimony at the hearings, contended that all of the money 
being paid by employers for, or on behalf of, their employees, is 
dues. He persisted in this argument even while admitting that som: 
employers were possibly paying for their employees, by stating: 


I explained it to them—that we are negotiating a raise in 
dues, I mean in wages, and that there was no talk of them hav- 
ing anything to do with any insurance. As far as we are con- 
cerned, it is dues as such. How they broke it down is their 
business. 

I have seen it broken down in various different ways. I 
have asked these managements how come and they have var- 
ious different explanations for it, but as far as I am concerned, 
I negotiated all of these agreements. They were negotiated 
in wages as such. I heard various arguments, such as some 
management would say, “Well, what is the difference? I 
agree to give it to you in the wages, but if I have to pay in 
wages I have to pay overtime. I don’t want to pay overtime 
on it.” 

I told them that is their business, but as far as I am con- 
cerned it is dues as such and we would tell the membership 
that our dues were being raised to $9.15.* 


One of the deficiencies of this argument is that the arrangements 
which Inciso claims to have made are not part of the bargaining agree- 
ment ; at least it was specifically included in the bargaining agreement 
in only 2 of the 12 companies checked. If he was sincere in desiring 
this plan to operate in the manner he claims it does, it appears that 
he has not used the most effective instrument to achieve just that—his 
collective-bargaining agreement. 

Further, as previously pointed out, union reports and the majority 
of union records show union dues as $3 per month per member, and it 
is a percentage of that amount which is sent to the international union 
as per capita tax. If the dues were $9.15 as Inciso alleges, then it 


3 Ibid., p. 1506. 
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would seemingly follow that the international should get a percentage 
of that amount and not of $3. Again, if all of this money were dues 
then there would be no need of the union differentiating on its records 
between dues and insurance—yet it does, on the receipt vouchers, on 
what records that were kept, and on the records maintained by Doria. 
For example, in its financial report, included with form 44 R 700 filed 
with the Department of Labor for the year ending December 31, 1954, 
local 286 showed dues of $134,801 as a receipt item, and net welfare 
insurance income of $203,842.94, less net welfare insurance premium 
paid of $169,957.28, as a separate item. The files of that Department 
further showed that insurance income was first mentioned in the re- 
ports of this local for the year ending December 31, 19: 51, and it was 
shown as a receipt item, but distinct from dues, under a head of group 
insurance income. 

Another detail of Inciso’s argument open to question is that the 
membership were informed of their dues being raised to $9.15. In 
referring to information given to committeemen and stewards at 
meetings, Inciso testified that he told his members though the union 
was getting $6.15, it was only sending the insurance company $5.15. 
He testified that if he sent the insurance company the other $1 per 
member per month the carrier would keep 14 percent of it. He also 
testified that Continental Assurance had informed him their premium 
rate was too close; that it could be dangerous, ** * * so we had 
explained that to various shops, as I would get around to them.” Не 
alleged, in effect, that every shop had agreed to a raise in dues. He 
continued, “This is not all insurance money. As far as we are con- 
cerned, it is part dues. We do break it down to show what it is for.” * 
[Italics supplied. ] 

Whether Inciso realized it or not, by this statement he pinpointed 
the basis of the subcommittee's interest in this plan—some of the 
money is “insurance money” and, therefore, it must be handled in 
accordance with existing law and contrary to the manner in which 
it is being handled. His contention has been throughout that all of 
the money was “dues” and it is difficult to understand his explanation. 

The subcommittee staff examined minutes of all meetings held at 
shops whose employees are participating in this insurance plan; 
i. e., all minutes that were provided by Inciso. There is no discus- 
sion therein of the raise from $5.15 to $6.15 and Inciso admitted the 
absence of such information in these minutes. He added, “but I 
am amazed because we do have the minutes and I, myself, am in charge 
of it. There is nothing to hide as far as the minutes are concerned. I 
am just amazed that they are not here.”> There were allegations by 
Inciso that the minutes in question were in existence, were unaccount- 
ably missing from the material he provided, and that he would pro- 
vide these upon his return to Chicago. He has not to date furnished 
any additional data on this question. 

With respect to a possible violation of the Taft-Hartley provisions, 
the testimony of Alfred Bitzer of the Illinois Coil Spring Co. before 
the subcommittee on November 28, 1955, is of considerable interest. 
This company has been contributing to the group insurance plan of 
local 286 since its inception in August 1951. The company pays the 


4 Ibid., p. 1507. 
5 Idem. 
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premium on behalf of the union members in its ро. From Aug- 
ust 1951, to July 1953, the checks in payment of this premium were 
made payable to Continental Assurance Co., the then carrier in this 
case. 

In July 1953, Inciso insisted that these checks be made payable to 
the local instead of to the carrier, and under date of July 31, 1953, he 
returned the company’s check for the July premium as it was made 
out to Continental Assurance; he advised that the check “should have 
been made out to the VAW-AFL Amalgamated Local No. 286.” Мг. 
Bitzer began sending the premium check to the local as requested but, 
on the advice of counsel, acc ompanied each check with a letter to the 
effect that the check was being forwarded “as requested by Mr. 
Inciso” ; that it was sent— 


pursuant to the agreement between us providing that the 
employees of this company who are members of your union 
* * * are to continue to be furnished with group insurance 
coverage to the same extent and under the same terms and 
conditions as presently set forth in (group policies) * * * 
issued by the Continental Assurance Co. insuring the mem- 
bers of your union * * * and is to be used by you solely for 
the purpose of paying the premiums attendant upon such 
insurance coverage.* 


Counsel further informed Mr. Bitzer that he could not give him 
positive assurance that this method of handling the employees’ insur- 
ance was not a violation of Taft-Hartley, but that if it was it would 
be only a technical violation not resulting in the imposition of any 
penalties. 

Mr. Bitzer testified that, following this advice from counsel, he 
continued to send the premium checks to the local along with the 
aforementioned letter. On May 27, 1954, Inciso wrote Br. Bitzer, 
referring to a letter from Mr. Bitzer of the previous day | (which 
followed the suggested letter of counsel), and stating that- 

there never has been any agreement with you and this union 
concerning insurance * * *, Also I do not believe that it is 
any of your business concerning the insurance. 


Referring also to Bitzer’s statement that the check was solely for the 
purpose of paying premiums, Inciso wrote— 


I take this as a personal insult for you to insinuate that 
the check that you sent to me covering the insurance was ever 
used for anything but its rightful purpose. I expect an 
apology by you * * * by return mail. If that cannot be done 
we are going to have to sit down and either cancel out the 
insurance or come to some understanding.’ 


The following day, May 28, Mr. Bitzer again wrote Inciso replying 
to the latter’s communication of the 27th. Therein Bitzer pointed 
out that— 

* * * unless we have an agreement under which you are to 


provide insurance with the check which we give you monthly, 
then there is no basis for our giving you these checks, and if 


€ Ibid., pp. 975—976. 
* Ibid., pp. 971-978. 
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we do give you these checks without such an agreement or 
you accept such checks without such an agreement, then we 
are both acting illegally under section 302 (c) of the act and 
under 302 (d) of the act, under which we are both subject 
to a fine of not more than $10,000 or imprisonment, or both. 
* * * Tn July 1953 you insisted that checks be made out 
to the union. Since that date these checks have been given 
you to purchase that insurance—and for that purpose only, 
just as we stated in our letter of May 26 and have stated in 
like letters attached to monthly checks forwarded to you since 
August 17, 1953, covering the July insurance payment.* 


Since the aforedescribed interchange, the company has continued 
to send the premium check to the union; the letter, Bitzer said, “was 
sent a number of times,” following the interchange. When questioned 
during public hearings as to why he had acceded to Inciso’s request to 
change the payee of these checks, Mr. Bitzer testified that, “It was a 
matter of, I would say, maintaining labor-management peace and 
harmony.” He denied being “definitely threatened with a strike,” but 
added, “I will say that the threat of a strike is usually implied.” ° 
As in others of the companies checked, the matter of the contributions 
to this insurance plan was not covered in the current bargaining 
agreement between Illinois Coil Spring and the local. 

Another employer testifying at the public hearings was Mr. Leo E. 
Jacobs of Titan Abrasives Co., of Chicago. This company had car- 
ried group life and hospitalization insurance for its employees for a 
number of years with Travelers Insurance Co. In 1952 or 1953 the 
company was visited by a representative of another carrier who, ac- 
cording to Mr. Jacobs, said “he would like to have us cancel with 
Travelers and take out our insurance through Massachusetts Mutual.” 
Jacobs testified “I don’t remember the exact circumstances, but it was 
made very plain to us that this was being done at the insistence of 
Mr. Inciso.” So, according to Mr. Jacobs, the company took out in- 
surance with this new company until some time in 1955. As of the 
latter time, Inciso informed Jacobs that— 


* * * he had a new insurance plan which he thought would 
be interesting to us—he could save us a little money. Most 
of the members of his union were under this same plan and 
thought we would be interested. I said we would Ъе.1° 


Inciso, he continued, came up with a plan which provided benefits 
equal to, and perhaps a little better than, what Titan Abrasives were 
getting, and so, Jacobs said, the company changed over beginning in 
April 1955 to the carrier suggested by Inciso. This turned out to be 
American Continental Insurance Co. 

The most recent collective bargaining agreement between this com- 
pany and local 286 is dated in November 1954. It contains no pro- 
visions relative to this insurance because, Jacobs testified, “* * * our 
insurance had been in effect long before we entered into any agree- 
ment at all with the union * * * 1 апд they saw no reason to amend 
the collective bargaining agreement to cover it. Jacobs later testified 


*Ibid., p. 978. 
* Ibid., p. 976. 
з% Ibid., p. 992. 
u Ibid., p. 994. 
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that this contribution was a voluntary one by the company and the 
only change so far as they were concerned was that they had been 
switched around from one insurance company to another. 

Just how reputable and substantial business firms could handle the 
matter of this insurance on the basis of oral rather than written 
agreements and, in many instances, handle their contributions con- 
trary to existing law, is difficult to understand. This would especially 
seem true in view of the considerable publicity that has occurred in 
recent years with respect to abuses in welfare and pension funds. 
Some of the results of such indifference on the part of employers will 
be emphasized by the other information set forth with regard to this 
particular case. 


(B) COMMINGLING OF FUNDS WITHIN THE UNION 


As has been heretofore reported, during the greater part of the time 
that this program has been in existence, funds thereof have gone 
directly from employers to the union and from there to the insurance 
company. Evidence adduced at the hearing, from Inciso, Doria, and 
from Mrs. Frances Hall, bookkeeper for local 286, left no doubt that 
all moneys received by the union, regardless of their source and for 
what purposes they were received, were treated as general funds of 
the union. 

Generally, this subcommittee has refrained from examining or con- 
cerning itself with books and records of unions. However, in this 
situation as in others, looked into earlier, it has been necessary to go 
into union records because of the known fact that moneys received for 
welfare programs have been commingled with strictly union funds 
received for dues, initiation fees, etc. 

After being in contempt for refusing to appear and produce records 
of local 286 pursuant to subcommittee subpena returnable November 
28, 1955, on December 3, 1955, Inciso produced eight cartons of 
records. Anthony Doria had produced certain other records on No- 
vember 30, 1955, and had forwarded from Beverly Hills still addi- 
tional records on January 3, 1956. It has been impossible, i in the time 
available, to make a full and complete examination of these records. 
Their voluminous contents, the method in which they were maintained, 
and the condition in which they were received further precluded any- 
thing other than a preliminary examination. 

As previously stated, local 286 did not maintain any formal books 
and records. Generally, their method of bookkeeping 1s as follows: 

Each item was recorded on a numbered voucher; three copies of 
this voucher were made, two being retained in the office of 286 in 
Chicago, and the third being sent to Doria, first at Milwaukee, and 
subsequently at Beverly Hills, Calif. Numbered vouchers were also 
prepared and similarly distr ibuted for each disbursement, until 1955 
when duplicate copies of checks issued were used as vouchers. From 
the material produced, it is apparent that at times, during the years 
1951 through 1955, attempts were made to keep income and disburse- 
ment ledgers. However, those made available for examination were 
incomplete and reflected numerous errors. Apparently no attempts 
were ever made to balance such ledgers against the vouchers to deter- 
mine the accuracy of the entries. Further , no audits were ever made 
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by either publie or certified accountants. Bylaws of the international 
provide that trustees of local unions— 


* * * sha]] audit the records of the financial officers of the 


local union once each month, using duplicate forms provided 
by the international union, * * * 


There was no evidence of the records ever being audited by the trus- 
tees of local 286. 

The principal use to which these vouchers were put accountingwise 
was their employment by Doria in preparing a spread sheet each year 
on which he entered each item of income and disbursement according 
to its classification, e. g., dues, initiation fees, insurance, salaries, rent, 
light, telephone, insurance premiums paid, etc. From this spread 
sheet Doria would then make up the necessary statements for the 
Bureau of Internal Revenue, the Department of Labor, and for the 
international’s and local’s own use. 

For a period of time the local had bank accounts in Chicago, Mil- 
waukee, and Beverly Hills. Inciso has, since March 12, 1952, also 
had a special account, the activities of which have been closely inter- 
mingled with the aforementioned accounts of the local. In many 
instances money from employers, representing payments for dues, 
initiation fees, and insurance premiums for employees and dependents, 
would be deposited in the local’s regular account in Chicago; from 
there the insurance premiums would go to Inciso’s special account; 
from the latter to the local’s account in Milwaukee; and from there 
to the insurance company. 

The original signature card on file for the Chicago account at the 
Pioneer Trust & Savings Bank was dated May 4, 1949, and called 
for the signatures of both Angelo Inciso and Anthony Doria on all 
withdrawals; as of January 3, 1952, the authorized signatures were 
Albert DeVito and Peter Lentine, both being required. On January 
16, 1953, the authorized signature was changed to Albert DeVito, 
president, and he remained the only authorized signer until Decem- 
ber 29, 1953, when he was replaced by Inciso. The latter has continued 
to the present as the only person able to sign on the account. Both the 
Milwaukee and Beverly Hills accounts were subject to the signature 
of Anthony Doria only. Inciso’s special account, of course, was 
subject only to his signature. | 

On January 13, 1953 the major part of the balance in the Chicago 
account, $50,331.73, was transferred to the Milwaukee account. The 
reason given for this transfer was that Incisco’s life had been threat- 
ened and it was considered possible that he might be attacked and 
made to sign checks on the local’s Chicago account; moving it to 
Milwaukee eliminated such possibility. From January 1953 until 
October 1954, the major part of the disbursements were from the 
Milwaukee account; however, the Chicago account continued to be 
used to some extent, as was Inciso’s special account. As of October 
27, 1954, the greater part of the Milwaukee balance, $4,000, was trans- 
ferred back to Chicago. The Beverly Hills account was opened May 
5, 1954, when Doria moved there in connection with the change of 
international headquarters of United Automobile Workers (AFL) 
from Milwaukee to Beverly Hills. This Beverly Hills account was 
extremely inactive and the major part of the balance therein was re- 
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turned to Chicago on October 14, 1954; the final balance went to 
Chicago on May 14, 1955. 

The subcommittee staff, in the time available, was not able to analyze 
the records of local 286 to the point where it can be stated that the 
records are accurate from an auditing standpoint. The condition of 
the records as turned over to the staff is such that it would require 
weeks of work by a sizable team of auditors to bring order out of 
chaos. The subcommittee is therefore forced to pr esent its remarks 
relative to the oper ation of the program within the union on the 
basis of the union’s own figures. While we were reluctant to do this 
it was the only practical approach to a difficult situation. Moreover, 
the conditions uncovered on the basis of the local’s records are so 
deplorable as to be considered outrageous, regardless of accounting 
practices. 

As previously noted, the insurance program of local 286 began in 
August 1951 with Continental Assurance Co. as the carrier. As is 
usual the insurance company kept its records on a policy year basis. 
Thus, figures of Continental Assurance with respect to premiums paid, 
etc., are, within the time available, impossible to reconcile with the 
figures kept by the union on a calendar year basis. ‘Thus, again the 
staff has been forced to use only union figures. 

It appears that all moneys received by the union for dues and in- 
surance have been deposited in its regular account; there was no 
attempt to segregate this insurance money. Likewise, dividends re- 
ceived during 1952, 1953, and 1954 were all put in with regular funds 
of the union. 

During the period August 1 through December 31, 1951, the union 
paid the insurance carrier the exact amount received from the em- 
ployers. It should be noted that at this stage of the program a number 
of the employers remitted direct to the insurance carrier and did not 
send their premiums to the union. 

During the calendar year 1952, the union, for the most part, trans- 
mitted just what it received. Effective June 1, 1952, the union de- 
ducted from the premium forwarded Continental Assurance the self- 
administration fee of 2 percent and effective August 1952 deducted 
4 percent. For the period from June 1 through December 31, 1952, 
the union withheld a total of $3,298.06 for administration. 

During 1952, as previously reported, the carrier paid to the union a 
dividend on the first policy year ending July 31, 1952, of $13,363.63. 

During 1953 the union withheld $9, 516.96 for a self-administration 
fee, and they received a dividend : applicable to the policy year August 
1,1959, to July 31, 1953, of $9,091.96. 

Beginning on various dates in 1: )54, the union secured an increase 
in the amount of insurance cost from $5.15 to $6.15 per month per 
person. This additional $1 was not included by the union in its re- 
ceipts as insurance income; it was entered as regular income such as 
dues, initiation fees, ete. From January 1 through October 1954, 
while Continental Assurance was still the carrier, this $1-per-month- 

er-person increase in premium cost brought the union $4,544.82. 
ois the same period the union retained, by means of the 4-percent 
reduction for self-administration, a total of $5,498.01. Then, as a rate 
credit for the policy year August 1, 1953, to July 31, 1954, they re- 
ceived from Continental Assurance Co. $6, 991.08. 
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After litigation between the union and Continental Assurance, the 
union was given the benefit, in connection with sums it admittedly 
owed the company, for an additional rate credit of $4,552.44. 

During the time the union has been insured through American Con- 
tinental Insurance Co., or rather from November 1, 1954, until the 
time of the staff examination of that insurance company's Tecords in 
October 1955, the self-administration fee retained by the union totaled 
$10,096.54. In addition, the union has retained during the same period 

$27,287.02 of the money received as insurance payments representing 
the difference between the company contributions of $6.15 and the 
actual premium of $5.15. 

Thus, to summarize, since the inception of this insurance program in 
August 1951 and up to October 1955, the union treasury has been en- 
riched to the following extent from contributions to group insurance: 








Thren GSDOHGROB- FRDO- CEGUI о ea tu ot mom otto i 533, 998. 71 
Through retention of difference in insurance payments received and 
premium disbursed to carriers... .......- а о چن نچ‎ 31, 631. 84 
65, 630. 55 
ТАЛАШ self-administration 100. ан pnm ca 5 28, 400. 57 
Total 


Е a ن‎ 94, 030. 12 


It is obvious that the union did expend moneys in the self-admin- 
istration of this plan. It is impossible from the manner in which the 
union records were kept to segregate costs applicable to this insurance 
program and those applic: able to other union operations. However, 
in this connection it might be noted that during the calendar year 
1955 the union had two employees handling this program in its head- 
quarters. Records show that these employees’ salaries together 
annually aggregate approximately $8,900. 

Allowing the union full credit for the amount of self-administra- 
tion fees they received, i. e., conceding the administration costs 
equaled their allowance for this purpose, there is still the matter of 
the approximately $66 million which came into the union treasury as 
a consequence of this insurance program and for which the union 
as such did nothing. 

From an examination of the inadequate records, it appears that the 
remainder of the funds received for the insurance programs was used 
for that purpose. While the poliey was with Continental Assur- 
ance, approximately $500,000 was paid i in claims; as of October 1955, 
American Continental had paid claims totaling about $137,000. 
However, it is obvious that had the insurance moneys expended by 
the union as regular funds been directed to their proper purposes, 
additional benefits could have been provided members or the cost of 
the program to employers and employees could have been reduced, 
or the employees could have had some part of this fringe benefit paid 
in the form of wages. 


(C) FINDINGS RELATIVE TO DISPOSITION OF COMMINGLED FUNDS 


The subcommittee has previously stated, through its chairman in 
publie hearing, and in this and other reports, that it has consistently 
refrained from inquiring into strictly union records and operations, 
except in those cases where it has evidence that moneys received in 
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connection with an insurance or pension program have been com- 
mingled with regular union funds. The subcommittee desires to re- 
emphasize that policy at this point and prior to reporting on the 
following ка —— through an examination of the dis- 
bursement vouchers of local 286. 

To show the extent of commingling, we review here the 1954 opera- 
tions of this union. 

Тће union received insurance payments of $204,151.98 in the calen- 
dar year 1954, and paid out in premiums only $169,957.28. It retained 
$33,885.66 of insurance premiums, and mixed them in its general 
funds. It also received a dividend of $6,991.08 and commingled this 
with general moneys, making a total of $40,876.74 moved into its gen- 
eral accounts. For the year, its entire revenues from dues, initiation 
fees, the withheld insurance moneys and dividends, and other sources 
amounted to $191,401.91 and its expenditures amounted to $201,170.97. 
This left a cash operating deficit of $9,769.06 for the year. Because 
the union started the year with a cash balance of $62,991.98, this deficit 
resulted in drawing down the balance to $59,459.99 at the end of the 

ear. Without the insurance moneys, the balance would have been 
$11,575.48 at the end of the year. 

Inspection of these disbursements makes it difficult to understand 
the thinking of the union officers responsible for expenditures and for 
keeping the records concerning them. Claims of Inciso to the con- 
trary, there were numerous disbursements to him, in sizable amounts, 
for which there are no supporting documents. He alleges that he 
always returned to the union bookkeeper receipts, etc., for moneys 
paid to him; the records are to the contrary. For example: 

During the period October 1953 through January 1954, Inciso 
received, on 10 separate occasions, a total of about $15,000, the vouchers 
on which read: “Advance on Or. (organization) Exp.” All of the 
10 expenditures were made from Inciso’s special account and the 
checks were made payable to himself. The union records and files 
as turned over to the subcommittee contain nothing but these vouch- 
ers; there are no supporting documents to show for what specific pur- 
poses these amounts were expended. Inciso in his testimony contended 
that such supporting information should be in the files. 


Believe me, I am at a loss on that because I do tell the girl 
to write them down. Now she may have forgotten to write 
them down, but somewhere there must be some bills where I 
mark it all down. 


With reference to one such voucher in the amount of $1,992, Inciso 
said: 
That could be money we were spending on the picket line, 
such as paying for sandwiches or any little money we 
needed. 


The subcommittee cannot state unequivocally that such payments are 
irregular. However, it does seem rather strange that on 10 separate 
but related occasions the “girl” could “have forgotten to write down” 
the purposes for which these moneys were expended. During the 
years 1953 and 1954, according to the union’s records, they spent $42,- 
967.83 for organizational purposes. Time limitations prevented the 


1$ Ibid., p. 1556. 
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subcommittee from checking out all of these expenditures. However, 
the facts and testimony received with respect to those expenditures 
raise serious doubts as to whether a substantial part of this money 
ever was used for organization as contended. 

It is obvious that such expenditures without complete documenta- 
tion cause serious questions as to their legitimacy. During his ap- 
pearance before the subcommittee, Inciso was asked whether handling 
these items in such a manner didn't leave him vulnerable; he ad- 
mitted, *It could." It was pointed out to him that from the fact that 
such expenditures were not fully documented it could be inferred that 
these moneys went into his own pocket ; his reply was *It would seem 
so, but I would have no reason for it. Not while I am trying to make 
detailed reports all the time.” +° 

Additional items located in the union records, and also charged to 
“Organizational expenses” included the following : 


2 diamond dial watches and 2 diamond watch bands on Jan. 25, 1952__ $1, 050. 00 


1 SC? CURIONI: а ои DOD, 6, Зы 1, 200. 00 
1 “gents” ring on Apr. 22, 1962........... Еа ана ЕЙ 1,100. 00 
iterom n 180. 00 
150 billfolds for committee and stewardå as Christmas gifts on Dec. 14, 
TEE Не 918. 00 
3 (money) clips on Mi 1y 17, нь — А 1, 080. 00 
1 money clip on June 1, 1: дааа 360. 00 
1 pen and pencil set and 2 ? pairs of cuff links to be used as gifts on June 
PIA NM A LS E — ' — M NM ен рана 385. 90 
ОЕ овес а ВЦ 460. 00 


Recipients of many of the aforementioned gifts were identified by 
Inciso, during his publie testimony, as officials of other unions, par- 
ticularly Loc al 705, Independent, International Brotherhood of Team- 
sters, Chicago, all of whom he said had been of invaluable aid to him.” 
When asked if it was his custom to make gifts of this magnitude to 
various people, he advised in effect that it was. When asked, in con- 
nection with the aforementioned ring costing $1,200 on February 7, 
1952, whether he had secured the consent of his dues-paying mem- 
bers, for such a gift, he answered : “No, because it would take me so 
long to get all my dues- paying members together, that before I get 
it done, it would be out of style." 

In this connection, reference is made to that section of the re port 
wherein it was stated that local 286 never holds general membership 
meetings but instead has shop meetings. U nder such an arr ange- 
ment, trying to inform the membership of such gifts would be as futile 
as Inciso indicates. The subcommittee feels that such conditions are 
bad; Inciso and Doria indicated satisfaction with things as they are. 

Disbursement vouchers for Inciso’s special account and the regular 
account of the union revealed considerable expenditures for travel on 
the part of Inciso too numerous to discuss completely here. However, 
some of special interest are discussed hereinafter. 

In November 1952, Inciso expended $1,400, all but $25 of which 

zas in connection with a trip made to Phoenix, Ariz., by himself and 
Ми Inciso. These d included a hotel bill at the Paradise 
Inn, Phoenix, of $524.32, air travel of $330.51, car rental of $164, and 
per diem expenses of $375 (15 days at $25 per day). In his testi- 


13 Ibid., p. 1564. 
M Ibid., рр. 1559—1564. 
15 Ibid., p. 1559. 
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mony, Inciso stated that this was a business trip on behalf of local 
986: *I went down there to talk to some people and to look around 
about putting up an office in Phoenix, Ariz, which we are going to 
do.” When questioned as to the feasibility of a Chicago local organ- 
izing and operating in Arizona, Inciso contended that this was prac- 
tical and that ** * * the local union could open р an office out there 
and they (the international) would grant us a charter. We would 
send boys out from Chicago to work in that district."'* The sub- 
committee has considerable reservations as to Inciso's statements con- 
cerning these expenditures. 

On January 30, 1953, Inciso withdrew $1,500 from his special ac- 
count (the money was refunded him from the regular account on 
March 12, 1953). "The disbursement voucher in connection therewith 
described the reasons therefor as “Travel expense for trip to Florida 
to meet with management of Milled Screw and Chicago Nipple and 
going to Puerto Rico to investigate National Video who is making 
parts there to bring to this country and therefore putting our girls 
out of work.” In February 1953, in connection with the same trip 
Inciso received an additional $500., According to the vouchers — 
able, his expenditures for this trip totaled $1,930; $70 of his advances 
was later returned. 

Inciso, testifying as to this trip, claimed that the voucher was in 
error; that he had traveled only to Florida on this trip: that it was 
for the purpose of negotiating with officials of the named companies 
who were in Florida at that time; and that he was accompanied by 
an organizer from the local. 

In August 1953, Inciso traveled to Puerto Rico and in connection 
therewith expended close to $2,000. He was accompanied on this trip 
by William Conlisk and John Callaghan, two Chicago police officers 
who regularly guard him in that city and who, according to Inciso, 
were on vacation at the time. Their travel and expenses were included 
in the approximately $3,000 spent. He testified that his program in 
going to Puerto Rico was to talk to the management of the National 
Video Corp. there; that with reference to this trip, and his trip to 


Florida— 


* * * the membership * * * talked to me about it and they 
wanted that I should go down there. The membership from 
National Video Co. Under this advisement I went down 
there to see what was going on. Everybody working in that 
pen now who was in that plant then would be able to testify 
ecause they came to me and told me what was I going to do 
about it.'* 


. Inciso further claimed that he went into the National Video plant 
in Puerto Rico to determine how the employees were working and 
living; and that— 

I got back to Chicago and I so reported that (the working 


and living conditions) to the —— I also talked to 
m 


the management about it, as he allowed me to go into his 
plant to see how things were being operated at that time. »* 


= Tid: БРА ВУ пеген га 
„р. 15 milled screw referred to as Milwauk Я 
138 Ibid., p. 1570. — 
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The only supporting documents located in the union files with refer- 
ence to this trip, with the exception of hotel bills of the Caribe Hilton 
in San Juan, was a handwritten card reflecting notations including 
the following: 


Entertainment in Puerto Rico, fishing trip, officials of Na- 
tional V e entertainment, food, auto to get around the 
island, $1,352.90. 


Inciso did not explain what assistance Messrs. Conlisk and Cal- 
laghan rendered the union on this trip to substantiate the payment 
of their travel and expenses. Further a review of minutes of all 
membership meetings held for employees of National Video failed to 
reflect any information on Inciso's being requested by the membership 
to make this trip or on his reporting to the body on the conditions 
he found there. 

During the questioning of Inciso regarding this trip, the subcom- 
mittee chairman, Senator Douglas, developed through him that the 
workers in Puerto Rico were being paid at a rate of between 37.5 and 
45 cents per hour. The chairman in his remarks to Inciso said: 


* * * I think I should add that lavish expense accounts are 
not confined to union officials, but there is a fiduciary re- 
lationship here which I think should be much more carefully 
preserved. As one who has always defended not only the 
right but the necessity of labor to organize, I find it against 
my inner spirit to have such bills as ‘these ch: irged up when 
you are organizing low-paid workers. If you defend low- 
paid workers, you should expect to live in a modest way in 
doing so, and not live outlandishly. The defenders of the 
poor should have a certain common touch. 


Inciso subsequently testified— 


* * * T don’t believe our people are too low paid in our local 
union, and I fight for them to get them the best of everything, 
and I am sure that when I travel the ‚у should give me the best 
of everything.” 


The subcommittee cannot, of course, subscribe to that theory and 
is particularly concerned that moneys intended to provide benefits 
for employees come under the complete control of one advoce: ating 
such a philosophy. 

In February 1954, Inciso, again accompanied by Officer Callaghan— 
who was again on vacation—traveled to New Orleans, Haiti, Ver 
Cruz, Habana, Kingston, Caracas, Dutch West Indies, and Panama 
for a 2-month period. The cost of this trip was recorded as $4,023.47. 
In explanation of the trip, Inciso testified— 


We had talked about it with our membership, we should get 
into some of these foreign countries, see how they are operat- 
ing, and see how they are ‚ ПУ ing in comparison with the 
people i in this country * To go down there and see what 
the living conditions were, * * * what the workingman was 
being paid and how he was living.” 


19 Ibid., p. 1571. 
æ Ibid., p. 1570. 
2 Ibid., p. 1576. 
2 Ibid., p. 1571. 
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He stated further that while in Jamaica, “I was instrumental] in get- 
ting together with the cabdrivers and a them.” 2** 

А review of all minutes of all shops under local 286, and the minutes 
of all meetings of committeemen and shop stewards did not reveal any 
information indicating that Inciso * consulted any part of his 
membership prior to making this trip; or that the membership had 
indicated *we should get into some of these foreign countries," as he 
alleged; or that he had reported to any membership group upon his 
return. 

In late April 1954, Inciso traveled to California, according to the 
records, *to see A. Doria." Vouchers reflect that this trip cost 
$1,045.93. Expenses included $142.10 for 4 days (April 28, 30, May 
1, 2) in Las Vegas; $39.85 for 3 days (April 28, 29, 30) in Fresno, 
Calif. ; *entertainment, Chas. Lucenti, Pioneer Co.—4 other gentlemen 
on 3 other occasions—$200.00”; “meals pd. for in cash, $150.00"; and 
“tips, $75.00”. The fact that Inciso had hotel bills for Las Vegas and 
Fresno on corresponding days was not explained. It was noted, how- 
ever, that the $1,045.23 which this trip cost, consisted of a $500.00 
check issued Inciso on April 22, 1954, and a check drawn to Charles 
Lucenti for $545.23 on May 4, 1954, both checks being on the regular 
account of the local at the Pioneer Trust & Savings Bank, Chicago. 

Inciso and Callaghan again traveled in August 1954, reportedly to 
California. The cost according to the vouchers was $1,964.60.2° In- 
cluded were hotel bills of the Flamingo, Las Vegas, for $511.35, auto 
rent of $100.00, “$60 per day for 2 men for 9 days,” $540; plane fare 
of $479.80, and the following: 


Miscellaneous for entertainment: Charles Lucenti, Pioneer 
Co., Mr. and Mrs. E. Stokes, concerning investing money for 
union, $314.74. 


There were no hotel bills among the supporting documents for any 
California hotel but the card itemizing expenses was headed “Travel 
Exp—tTrip to California,” and an advance of $174.74 was made to 
the Beverly-Wilshire Hotel “for Angelo Inciso and J. Callahan.” On 
being questioned about this trip Inciso claimed that he was in Cali- 
fornia first, completed his business ahead of time, and stopped by 
Las Vegas on the way back “to lay around for a few days." 

Documents also showed that Inciso was again in Las Vegas in 
October 1954. A notation attached to hotel bills of the Flamingo 
reads thus: 


$656.00 
1,000.00 


1,656.00 Exp. to Cal. to talk to Doria as he wanted to see me. A. I. 
(1,600.00) plus entertainment 


The three hotel bills totaling $647.67 are made out to Inciso, James 
Callaghan, and Jim Shellow, 2557 North Frederick, Milwaukee, Wis., 
and indicate these individuals were at this hotel on October 2 and 3, 
1954. No other supporting documents were located for this expendi- 
ture of $1,656. 


73 Ibid., p. 15 
** Tbid., p. 15 
25 Ibid., p. 15 
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Later in the same month, October 1954, Inciso was back in Las 
Vegas for 10 days. Vouchers with respect to this trip reflect the 
notation “Advance trip to Calif," and Bal. for trip to Calif," and 
total $1,150. These charges include a hotel bill at the Flamingo for 
$595.39, plane fare of $188.05, food and entertainment of $328.25, cab 
fare of $3. 80, and excess baggage of $34.51. Again, though the vou- 
chers make reference to California, there i is no hotel bill for any city 
in California, and the plane ticket calls for travel from Chicago to 
Las Vegas and return. There is a ticket for a cab fare of $3.80 in Los 
Angeles, and the hotel bill contains charges for plane tickets costing 
$49. 69. Because of these items it is possible Inciso may have trav eled 
to California and returned to Las Vegas the same day. Inciso gave 
the same reason for these trips—business. 

In December 1954, Inciso spent $1,419.66 on another California 
trip. In this connection he was paid $1,000, the voucher for which 
reflected the explanation: “Trip to Calif.” Included in this amount 
was $564.67 for entertainment, $39.28 plane fare, and hotel expense 
of $396.05. Hotel bills attached showed that Inciso had stopped at 
the Hotel Bel-Air in Los Angeles on December 9, 10, and 11, 1954, 
had paid a rate of $50 per day, and a total bill of $216.65. Also at- 

tached were bills at the Flamingo, Las Vegas, for him and another 
local 986 official, Peter Lentine; these showed that these individuals 
were there on December 12, 13, 14, and 15, 1954, and the total bills 
were $274.65. The hotel bills for Los Angeles and Las Vegas exceed 
the total hotel expense on the voucher; thus it appears as if the 
amount of Lentine’s bill was included in the entertainment expense 
or was paid by Lentine personally; Inciso’s bills at Los Angeles and 
Las Vegas total exactly the amount of hotel expense on the voucher. 
An earlier voucher of December 8, 19: 54, recorded the expenditure of 
$419.66 for plane tickets for «Calif. tr ip." 

In February 1955, Inciso received $2,385, the voucher on which 
read “Advance for trip to Europe.” In March an additional $1,002.50 
уз forwarded to him through a steamship line, making a total of 

$3,387.50. Inciso was asked concerning this trip and said: “I went 
to Europe to see how the living conditions were, and also to see how 
the situation was.” 2° He testified that he traveled to T urkey, Israel, 
Syria, France, Italy; that the trip took 60 days; and that he took his 
nephew, Ralph Napel, with him. When asked by the chairman, “Do 
you really think this is a proper charge against a commingled fund 
which has both union dues and insurance contributions in it?” 
Inciso replied, “I would say it is an appropriate bill as such,” and 
then referred to his earlier claim that he considered all these moneys 
as dues." 

Doria, in his testimony, stated in effect that large expenditures for 
organizational purposes were generally justified and requently the 
least expensive manner of accomplishing the job at hand. He did 
not give his opinion concerning Inciso’s travels except to state that 
such travels are “not only done in labor.” In general Doria summed 
up his feelings relative to these expenditures in stating 


* * * the day of the labor organization being next to the 
gashouse and the labor leader dressing like the turtlenecked- 


æ% Ibid., p. . 1578. 
* Tbid., ‚1579, 





214 WELFARE AND PENSION PLANS INVESTIGATION 


sweater bum used many times in caricature—that day is 
over. Ithink labor-union representatives today are entitled 
to the positions they hold. 


The feelings of the subcommittee in this matter can be summed 
up in the remarks of its chairman made during the public hearings, 
and which were as follows: 


Mr. Doria, what distresses me is that in your defense, and 
in that of Mr. Inciso, you don't seem to re: ize that what you 
are doing is taking money out of the pockets of the wor kers. 
This money doesn't come out of the air. It is contributed 
both in union dues and insurance payments, from people who 
are fairly hard pressed. Now, a sense of stewardship, a 
sense of trusteeship, would require a much more simple scale 
of living. You are not representing huge corporations. 
You are representing hard-pressed men who are workers. 

Now, apparently no report was made to the employees of 
National Video of this trip to Puerto Rico. That was done 
without telling the workers before going down there and no 
reports were made after the trip. I doubt that reports are 
made on any of these trips. ‘The only conclusion we can draw 
is that they are pleasure junkets paid for, as I say, by rela- 
tively —* paid workers. 

Now, I don't know if this is legal. It may be. I don't 
know that it is ilegal. But I think we should examine not 
only the legality but the propriety of such acts. What dis- 
tresses me is that both you and Mr. Inciso seem to see nothing 
wrong about these expenditures. You know, it is expendi- 
tures like these which discredit the labor movement—dis- 
credit the good aims of the labor movement. "They cast re- 
flections upon unions which do not practice such expenditures. 

Mr. Dorta. Senator, to the contrary. It is expenditures 
such as these that expand the horizon of labor leaders to the 
point where they can more adequately compete with what is 
sitting across the table from them that has been doing this for 
100 years. | 

Senator Doveras. I do not think that it is necessary to have 
diamond rings, diamond watches, to travel like millionaires 
in order to represent labor. You can represent labor in a 
blue serge suit from a $9 room just as adequately, with more 
support from your rank and file. 


With regard to these expenditures, Senator Allott of Colorado, after 
hearing the testimony of Mr. Inciso, observed : 


I think there are still a lot of records we could go into and 
explore here, but it seems to me that we have shown a very 
definite, plain pattern of the looting and abuse of union 
funds. I don’t believe that anything we could say or do could 
even make this man (Mr. Ine 180) 1 ealize the moral signifi- 

cance of what he has done * * *: 


2 Ibid., p. 1595. 
2° Tbid., p. 1597. 
æ% Ibid., p. 1581. 
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Again, with regard to the attitude of Mr. Doria, Senator Allott said: 


I think that the remarks of this man, and also his predeces- 
sor on the witness stand, Mr. Inciso, have probably more 
graphically portrayed the conditions which this committee is 
aiming at than anything the committee might have produced, 
itself?! 


Another expenditure, of a different nature, but of some interest, 
occurred in July 1954. At that time, local 286 loaned the Precision 
Paper Tube Co., $40,000, taking in exchange a chattel mortgage; the 
loan was to be repaid within a year. Inciso admitted that he alone, 
without any vote of his membership, made the decision relative to this 
loan, and claimed that union laws with respect to such say only that 
“I shall use judgment.” *? A review of the constitution of the inter- 
national union and laws covering local unions of the United Automo- 
bile Workers of America (AFL) does not reflect any specific infor- 
mation on this point. The funds for this loan came, as did all other 
expenditures, from the commingled funds of the union. 

The different and interesting aspect of this expenditure was the 
circumstances surrounding it. According to Inciso, the arrangements 
for the loan were made between he and the management of Precision 
Paper Tube while local 286 had a strike in process at that company. 
Following the settlement of the strike, the actual loan of $40,000 was 
made. Inciso explained it thus: 


While the people were out on strike, I was meeting with the 
management to negotiate an agreement. The management 
told me at that time that he was short of money, not that he 
was bankrupt. He was just short of money at the particular 
time. I think it was to pay his taxes. I told him that we 
would be more than glad to make him a loan, but it would 
have nothing to do with the strike and the conditions of the 
people would have to be gotten. When I got those conditions 
and the people were back to work, then we gave him the 
money.*? 

The subcommittee seriously questions the propriety of commingled 
funds being used for such a purpose. The loan was repaid. How- 
ever, it is believed that a system in which expenditures of such a size 
and for such a purpose can be made on the authority of one individual 
and without resort to the membership is fraught with opportunities 
for abuse. It is also very doubtful that individuals contributing to 
an insurance plan, whether employers or employees, intended that 
any part of it should be used in such a manner. 


4. AMERICAN CONTINENTAL INSURANCE CO. 


As previously shown, Inciso canceled the group policy of local 286 
with Continental Assurance and took out a new policy with American 
Continental Insurance Co., 10 South La Salle Street, Chicago, begin- 
ning November 1, 1954. The only reason advanced by Inciso for this 
change in carriers was that “We didn’t feel that the Continental As- 


¥ Ibid., p. 1598. 
32 Ibid., p. 1549. 
33 Ibid., p. 1551. 
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surance Co. was giving us a fair deal.” ** Officials at Continental 
Assurance purported to be unaware of just why they lost this case 
though they admitted having difficulty with Inciso over the payment 
of claims. 

American Continental Insurance Co. was originally incorporated 
in Springfield, Ill, in 1949. In October 1954 it was purchased by a 
Charles Lucenti of Chicago, Ill., and moved its home office to 10 South 
La Salle Street in that city. Lucenti paid $40,000 for this company 
and subsequently invested an additional $50,000. As of October 1955, 
the officers of this company were Lucenti, president, and Marvin J. 
Peters, secretary-treasurer. Directors of the firm, in addition to 
Lucenti and Peters, were Angelo Inciso, Salvatore Oddo, and Mrs. 
Frances Hall. 

The reasons advanced for the purchase of American Continental 
Insurance Co., and its operations to date, are, to say the least, open 
to considerable question. 

Lucenti was allegedly too ill to appear before the subcommittee 
though he cooperated with staff members by allowing full examina- 
tion of the records of American Continental maintained in the com- 
pany offices, and complied with a subpena duces tecum by having 
company records produced by Marvin J. Peters, company secretary. 
In interviews had with Lucenti prior to the subcommittee hearings 
but which were testified to by a staff member, he described himself as 
a businessman with interests in a number of companies. He said fur- 
ther than he was closely associated with one Titus Haffa, another Chi- 
cago businessman, and that they conceived the idea of purchasing an 
insurance company and securing for that company the group insur- 
ance business of those unions representing the employees in the various 

lants owned or operated by Haffa and himself. He said that he had 
aown Angelo Inciso for a number of years through the latter having 
organized a plant which he, Lucenti, once owned. The securing of 
the group policies of local 286, according to Lucenti, was not a con- 
dition precedent to his purchase of this company but was something 
that occurred subsequent to his and Haffa’s decisions to purchase. 
He stated, however, that as the group policies of local 286, when they 
were placed with American Continental, constituted the major part 
of the company’s business, he acceded to Inciso’s desire to be affiliated 
with the company as a director. 

Inciso, on the other hand, testified that he had talked to “many 
managements” relative to their (the managements) going into the in- 
surance business “and we would give them our business.” He con- 
tinued, stating: 


I talked to various men and finally came across a man by 
the name of Charles Lucenti, and a man by the name of Titus 
Haffa, which I happen to know very well. I was talking to 
them about it and Charles Lucenti agreed that he would buy 
an insurance company. I said, “Here is the conditions that 
I will give you our business: For one, I want to watch it, be- 
cause it is going to be an assessment company, as you tell 
me, and I don't want a lot of money wasted, because 1f some- 
think should happen that people would be assessed, I don't 
like that. But Lwin go along with you. people if you will 


* Ibid., p. 1522. 
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allow me to come into your office whenever I see fit and look 

at the books, talk to those girls, and that no one should get 

— until this company becomes a stock company, and also 
ant to be on that board to watch what is going on.** 


From testimony adduced at the hearings, it is obvious that Inciso 
actually managed the day-by-day operations of American Continental 
Insurance Co. In fact, in answer to a direct question as to “who is 
running the insurance company." Inciso replied, “Let’s say I am." ** 
Mrs. Evelyn Cline, former оне for the company, who assisted 
staff LE in their examination of company books and records 
with the consent of Messrs. Lucenti and Peters, was fired (we regret 
to say) by Inciso because she agreed to work overtime in assisting the 
staff. Such unilateral action by Inciso is conclusive of his control 
over this insurance company. 

The activities and operations of American Continental Insurance 
Co. are within the jurisdiction of the Department of Insurance of 
Illinois. However, the subcommittee feels that the manner in which 
this company has been operated and the dual position of Inciso as 
insurance company manager and head of local 286 are highly irregular. 

The insurance applications for the master policies issued local 286 
are unsigned ; Inciso has refused to sign them. 

Certain of the insurance company records are kept at union head- 
quarters, All claims are handled at the union office, even with respect 
to group policies other than those issued local 286. 

Group policies have been sold, by Inciso and Lucenti, without the 
benefit of actuarial advice, and without regard to the age and sex 
composition of the groups. 

Local 286 takes the premium discount of 4 percent although there 
is nothing in the files of American Continental to indicate the com- 
pany authorized this. Evidence was to the effect that Inciso says it 
should be taken, and it is. 

Salvatore Oddo, an attorney for the union, is being paid a flat com- 
mission of 2 percent on the policy issued to local 286 and on some of 
the business written by the company although there is no agreement 
on file with the company to this effect. According to the testimony, 
the commission is being paid Oddo because Inciso has so ordered, 

It is not necessary, under the policies issued, for the company to 
notify policyholders ‘of the annual meeting. Asa result, the testimony 
indicated Inciso packed the meeting of October 1955, through votes 
which he controlled. There were even policies issued to his police 
guards, Conlisk and Callaghan, who attended the meeting. 

The policy used by American Continental with local 286 appeared 
to be an exact copy of the policy contract employed by the previous 
carrier, Continental Assurance Co. 

The subcommittee will ot ide copies of this report, and transcripts 
of its public hearings, to the Department of Justice of Illinois. It will 
also make available to that apartment any and all information in its 
files relative to American Continental and Angelo Inciso. Whether 
the company is being operated in violation of ‘the insurance code of 
the State is a question, of course, for the Illinois Department of 
Insurance. 


95 Tbid., p. 1523. 
*! Ibid., p. 1527. 
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Regardless of whether the company is, or is not, being operated in 
violation of the Insurance Code, the subcommittee most еатпез у 
questions the soundness of allowing an insurance company to be run 
by an individual, without specialized knowledge of this complex field 
of insurance, and who has the power to dictate the policies of both the 
insurance company and its largest policyholder, to his own ends and 
purposes. 

5. REMARKS 


As the subcommittee already has set forth at pertinent points its 
conclusions with regard to the various practices, expenditures, etc., 
which were, and are, being engaged in in the operation of this insur- 
ance program, they will not be repeated here. Suflice to say that the 
subcommittee is greatly concerned about these practices and definitely 
believes that they should be brought to the attention of the appro- 
priate parties for their information and consideration. 

Accordingly, the subcommittee is, as previously stated, providing 
copies of this’ report and of its hearings to the State department 
of insurance in Illinois. 

Subsequent to the disclosures before the subcommittee, a subpena 
duces tecum was served on Angelo Inciso by the United States attorney 
in Chicago, Ill., and a copy directed to the subcommittee, calling for 
the production of books and records of Amalgamated local 286. 
Therefore, when the subcommittee staff has no further need for that 
material, it will be turned over to that United States attorney. He 
also will be furnished with a copy of instant report and of the public 
hearings of the subcommittee. 

Copies of this report and the transcript of the public hearings will 
be transmitted to the Attorney General of the United States, the Inter- 

nal Revenue Service, the attorney general of the State of Illinois, and 
the States attorney for Cook County, Ill. 


B. THE CONTINENTAL ASSURANCE CO. 
1. INTRODUCTION 


The survey of group insurance transactions conducted by this sub- 
committee *' revealed that certain insurance carriers enjoyed unusu- 
ally high retentions in their transactions and paid over-liberal com- 
missions and service fees to their agents and brokers. As a result, the 
subcommittee conducted field investigations of some of these com- 
panies. The Continental Assurance Co. was one of them. 

The investigation of the Continental Assurance Co. developed into 
one of the most significant of the various studies and investigations 
of the subcommittee. An old-line legal reserve life insurance com- 
pany, established well over 40 years ago and writing group Insurance 
for over a quarter of a century, the company claims | to be § ‘among the 
top 5 percent in size" and “among the top 10 group-writing com- 
panies.” ** The trade journals of ‘the insurance industry state that 
the company is of high repute. The practices brought out by the 
investigations and the testimony of the company’s offic cials and others 
at hearings before the subcommittee indicate that they result in pref- 


27 See sec. IX, p. 309, infra. 
* Continental Assurance Co., Group Insurance Manual, pt. 3, p. 5. 
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erential treatment of informed and vigilant policyholders, and in 
abuses and irregularities. Moreover, the company's practices seem 
to reflect the attitude that 1f it is going to get its share of the group 
business, it has to be “flexible.” 

The case of the C. J. Simons Corp., a general agent of this company, 
the details of which are set out below, illustrates a result which may 
flow from these practices. 

2. THE COMPANY 


The Continental Assurance Co. has its home office in Chicago, Ill. 
It operates as a stock company, sells a complete line of life and acci- 
dent and health insurance, and is licensed to do business in all of the 
States and most of Canada. 

The company enjoys an excellent reputation in the insurance in- 
dustry. According to the Spectator Insurance Year Book, it is well 
managed and has a steadily growing volume of business as measured 
by premium income. Its reserves and assets are substantial and are 
increasing annually. It has strong financial backing. The year 
book states that the company uses sound and conservative actuarial 
methods, has a reputation for prompt payment of claims, and that its 
operating and acquisition costs are moderate. 

The company’s latest annual —— states than on December 31, 
1954, it had admitted assets of about $338,395,000 and capital funds 
of approximately $31,150,000. 

The company has been writing group insurance since 1928. 


3. THE COMPANY’S RELATION TO OTHER INSURANCE CARRIERS 


The Continental Assurance Co. is one of four affiliated companies; 
the Continental Casualty Co. and its subsidiary, the Transportation 
Insurance Co.; the Continental Assurance Co., and the United States 
Life Insurance Co. Three of these firms are located in Chicago; the 
fourth, the United States Life Insurance Co., is located in New York 
City. Only the last two of these companies write life insurance. 

Their corporate rel: ationships are established through the owner- 
ship of common stock and interlocking directorates. The Continental 
Casualty Co. owned, on December 31, 1954, 37 percent of the common 
stock of the Continental Assurance Co. and 50 percent of the common 
stock of the United States Life Insurance Co. The Continental As- 
surance Co., in turn, owned 24 percent of the common stock of the 
United States Life Insurance Co. Almost 75 percent of the common 
stock of the United States Life Insurance Co., therefore, was owned 
by the Continental Casualty Co. and the Continental Assurance Co. 

The president of the Continental Assurance Co., Roy Tuchbreiter, 
is also president of the Continental Casualty and chi urman of the 
board of the United States Life Insurance Co, He is also a director 
of each of the three companies. Five of the company's vice presidents 
hold similar offices as well as directorships in at least two of the affili- 
ated companies. In addition, 14 other officers are either officers, 
directors, or both, of at least 2 of the affiliated companies. 





220 WELFARE AND PENSION PLANS INVESTIGATION 


4. VOLUME OF BUSINESS 


The company's group insurance business as measured by its billed 
premiums has increased over 37 percent between 1952 and 1954, as is 
shown below. 


Group premiums by year and by type of insurance 


Accident and 


Calendar year Total Life Annuities health 


$41, 171, 276 $21, 191, 643 $2, 589, 456 $17, 390, 177 
49, 046, 916 24, 431, 330 3, 139, 074 21, 476, 51 
27, 343, 957 | 3, 990, 242 | 25, 180, 957 


56, 515, 156 Р 


Source: Letter from Continental Assurance Co. to Subcommittee on Welfare and Pension Funds, dated 
Oct. 13, 1955. 


The importance of the group business to this company is illustrated 
by the fact that the net premiums written for 1954 on the company's 
total accident and health business, other than group accident and 
health business, was only $846,061.** 

Most of this group business consisted of small policies. А special 
tabulation of the group insurance policies in force in 1953 reveals 
that over 43 percent of them covered fewer than 25 lives each, and 65 
percent fewer than 100 lives each. 

It will be recalled that the Continental Casualty Co., with which this 
company is affiliated, does not write life insurance. It is not sur- 
prising, therefore, that officials of the company state that 10 percent 
of its business consists of life insurance issued in connection with 
group accident and health insurance written by the Continental 
Casualty Co. 

A significant proportion of the company’s group insurance business 
consists of policies issued under arrangements in which trade unions 
have a voice in the selection of the insurance carriers. In response to 
the subcommittee’s survey of welfare and pension funds, Continental 
Assurance Co. reported 63 such policies issued or renewed in 1952, 
with billed premiums totalling $4,151,319. The company’s experience 
with this business, as compared with the 70 companies reporting simi- 
lar business, shows a lower claims ratio, slightly smaller experience 
rating refunds to policyholders, higher commissions and service fees 
to agents and brokers, and higher retentions, as set forth below: 


Comparison of experience of Continental Assurance Co. with that of 70 reporting 
companies 


Percent of billed premium 
Item "d ceo CR Us 

Thiscom- |  70com- 
pany | panies 


| 


BENDUM Lua dui ra ی ی‎ оће $4, 151, 319 | 100. 0 
Incurred claims ў 3, 182, 994 | 76.6 
Experience rating refund 318, 497 | 7.7 
Company retentions 649, 378 | 15.7 | 


Commissions | 167, 233 | (4. 0) 
—— —ú —— — — — | 101, 876 | (2. 5)| 
Remainder | 380, 269 (9. 2) | 


9? TThe Spectator, 1955 Accident Insurance Register, p. 16. 
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To some extent, these differences may be attributed to the fact that, 
as indicated above, the company's business consists mainly of small 
policies. 

5. SALES AND SERVICE ORGANIZATION 


The company obtains its business through 381 general agents. 
These general agents produce business through brokers or soliciting 
agents, in addition to the business they obtain directly. 

The. company maintains branch offices in New York, Dallas, and 
Los Angeles. In the manual for its agents the company states that 
with its home office (located in Chicago) and these branch offices, 
“We are in a better position to send trained and experienced group 
representatives to any section of the country on a few days notice.” 
Its home office staff and field group representatives are available to 
help the agent sell and service the case and the company urges the 
agents to make full use of them. 

The company maintains a *proposal department" to prepare pro- 
posals to be submitted to prospects. Its branch office and field staffs 
are available to help in making sales and in many instances follow 
the cases very —— until they are consummated. Once the policy 
has been sold, these company employees do much, if not most, of the 
work necessary to install it. In self-administered cases, the company 
sends its trained men to help set up the administrative procedures. 
Thereafter, the company’s “Service department,” through its branch 
offices, attempts to contact each account at least once a year, and the 
larger ones as often as necessary. 

The subcommittee staff found many instances in which branch office 
staff members have had far more contacts with the policyholders than 
the agent or broker. 


6. REMUNERATION OF AGENTS 


Like nearly all insurance companies, Continental Assurance Co. 
pays its agents a commission on the business they produce. In addi- 
tion, many agents are paid service fees, presumably to compensate 
them for services which they render which would otherwise be 
rendered | by the company. Until recently, at least one agent was paid 
a “contingency bonus,” in addition. 


(A) COMMISSIONS 


Commissions on any one case generally consist of a first-year com- 
mission and nine renewal yearly commissions, so long as the case 
remains on the books. After the 10th year, the renew: al commission 
would continue “according to the commission agreement and subject 
to satisfactory servicing.” "о The company, howev er, has 17 different 
commissions schedules. Only 13 of them are of interest in this in- 
vestigation, since the other 4 relate to creditors insurance. The 


* Continental Assurance Co., op. cit., p. 23. 
* Letter from Continental Assurance Co. to subcommittee, dated September 22, 1954. 
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rates of commission are usually on a decremental scale. ‘The one most 
often used, commission schedule No. 6, follows: 


Commission | Commission 
Premium Premium — — — — 


First year | Renewal || First year | Renewal 


| 
| 
| 
| 


Percent Percen | 
Ist $1,000 23.0 у | Next $20,000 
Next $4,000 23.0 | | Next $50,000 
} Y ; 18. 0 | р | Next $150,000 
Next $10,000 15. 5 | .5 || Next $250,000 | 
Next $10,000 13.0 | Ет Мехё $500,000_............| 


ې د ي دد ډه 


This commission schedule includes a graded overwriting commission 
for the general agent of 3 percent for the first year and 1 percent for 
subsequent years, the remainder being paid to the soliciting agents. 

The commission rates are designed to flatten out the amount payable 
for large policies. However, in applying the commission r ates, the 
different kinds of coverage are considered separately. Thus, if a 
plan includes life insurance, accidental death and dismemberment, 
accident and sickness, and one or more of the various other forms of 
health insurance, each of these four coverages constitutes a separate 
policy. The effect of such a practice, which is not uncommon among 
insurance companies, is obvious. The commissions on a modest plan 
involving $15,000 in annual premiums divided more or less equally 
among these 4 coverages would amount to $3,450 for the first year, 
and $680 annually in renewal commissions. If the four coverages 
were considered one policy, the first year and renewal commissions 
would be only $2,825 and $470, respectively. 

There is strong indication that the company’s own home office, 
branch office and field representative organizations do a substantial 
amount of the work necessary to obtain, install, service, and hold a 
case. The company maintains a staff for this purpose. The amount 
of staff assistance that is offered to agents is considered by this com- 
pany as one of its strong inducements to them to do business with it. 
The subcommittee staff has found in the files of this company many 
entries pointing to the extent to which the field staff has been active 
in holding cases. For example, the files are replete with correspond- 
ence between branch office and home office urging it to keep down the 
premium rates in individual cases so as to hold the case. Even though 
branch office actions may be motivated by the brokers, the active in- 
terest in holding cases that is displayed by the branch offices raises 
the question as to the extent to which the agents earn their renewal 
commissions. 

The subcommittee staff found that a “contingency bonus” had been 
paid to one agent, in addition to his regular commissions and service 
fees, on practically all his cases. This agent, the C. J. Simons Corp 
of Newark, N. J., is one of the company's best producers. The billed 
premiums on this agency's business with the company during the last 
4 years ranged from $2 million to $3 million annually. The agency 
administers all its cases, including claims handling. The rate at which 
the contingency bonus is payable depends on the claims experience on 
the entire business. It ranges from 2 percent to 10 percent of billed 
premiums, depending on the claims ratio. The lower the aggregate 
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claims ratio, the higher the bonus. Actually, because of the claims 
experience, the bonus developed during the period, ranged from 2 per- 
cent to 6 percent per year. For the period, July 1, 1951, to September 
31, 1955, this agency received $208,000 in contingency bonuses.** 

The practice of paying contingency bonuses appears to be used only 
by a small number of companies. Insurance carriers generally feel 
that remunerating the agents on the basis of claims ratio does not 
serve the best interest of policyholders and beneficiaries. This prac- 
tice is regarded as a “built-in” incentive to hold down claims which 
can result in denying just benefits to the beneficiaries. ‘The practice, 
it is felt, can inure only to the interest of the agent and the carrier 
and is especially difficult to condone when neither the policyholder 
nor the employee-beneficiaries are aware of its existence. When ques- 
tioned on this point, Mr. Paul H. Rinker, the company’s vice president 
in charge of group insurance, testified at the hearings that a precedent 
for this practice existed in other insurance business where some sort 
of an incentive for the production of *good risks" is beneficial from an 
underwriting point of view. He stated that the arrangement had been 
entered into by the company with the C. J. Simons Corp. when Mr. 
Simons came to him with the idea that he wanted to develop a *'real 
group department" and that in order to do this he needed to establish 
a complete staff of claims adjusters, salesmen, and administration and 
clerical personnel. “At the time,” he stated, “the idea of this bonus 
* * * this incentive seemed to us to be fair and sound thinking.” He 
added that— 


in retrospective thinking, it probably is something that I 
would not like to enter into again.*? 


It is fair to say in this connection that the company, recognizing the 
dangers of this practice, made periodic audits of the agency’s claims 
handling and found it to be entirely satisfactory. 

Schedules of commissions payable by an insurance company doing 
business in New York must be filed with the insurance department of 
that State. Yet the company, in its letter to the subcommittee trans- 
mitting its 17 commission schedules, states: *Commission schedules 
1 to 8 are the present standard commissions filed with the New York 
State Insurance Department." ** It may be pointed out that the con- 
tingency bonus payable to at least one of this company’s general 
agents was not filed with the New York State Insurance Department 
by the Continental Assurance Co. until October 3, 1955, or later. The 
company explained that failure to file this contingency bonus was due 
solely to the fact that the agreement with this broker was entered 
into prior to the time the company was admitted to do business in New 
York State. The company finally did file at the New York depart- 
ment’s request, and the latter approved the contingency bonus agree- 
ment. This bonus had not been reported on the questionnaires sent 
by the company to the subcommittee although the questionnaires 
sought information on amounts paid as commissions, fees, allowances, 
or any other payment. 


* Idem. 
* Hearings, pt. 3, pp. 1317-1318. 
“Letter from Continental Assurance Co. to subcommittee, dated September 24, 1954. 
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(B) SERVICE FEES 


The subcommittee staff found many instances in which service 
fees were paid by Continental Assurance Co. to agents, presumably 
for the performance of functions that would otherwise be performed 
by the company. 

The fees varied. The questionnaires filed by the company showed 
8 fee schedules: Schedule B, 2 percent; schedule C, 3 percent; and 
schedule D, 4 percent. The 4 percent presumably includes 2 percent 
for administration and 2 percent for claims handling. There were, 
however, several variations. For example, in one case the fees were 
10 percent from 1948 to 1953, after which they were dropped to 4 per- 
cent. In another, they were 3 percent from May 1950 to May 1955 
and then reduced to 2.5 percent. In the 63 cases issued or renewed 
in 1952, as reported by the company, service fees in the aggregate were 
2.5 percent of billed premiums. 

In light of the impressive service facilities maintained by the 
company, the extent to which agents perform these services becomes 
subject to question. Especially since, in some instances, administra- 
tive allowances were also made to the policyholder. The contingency 
bonus paid to Simons was for the ostensible purpose of assisting the 
agency in maintaining a service staff. The Simons Corp. also received 
an overwrite on commissions earned by soliciting agents who pro- 
duced the business. One may then ask: Why the overwrite commis- 
sion? One wonders, then, whether service fees were not really in 
the nature of additional commissions. It might be pointed out that 
testimony of company oflicials suggests that fees of 4 percent for ad- 
ministration and elaims handling are probably on the generous side. 
When questioned on these points, officials of the company seemed to 
have some difficulty in defining administration and estimated that 
claims could be handled for approximately 1 to 2 percent of billed 
premiums.“ 


(С) ТНЕ CUMULATIVE EFFECT OF COMMISSIONS, FEES, AND BONUSES 


The cumulative effect of this method of remunerating agents 
and brokers is one that is well exemplified in the case of the C. J. 
Simons Corp. In the testimony before the subcommittee during the 
hearings, the staff pointed out that the worksheet in one of the files 
examined at the company’s home office divided the payments to this 
agent generally as follows: Bonus, 4 percent; commission, 4 percent; 
administration allowance, 4 percent. Thus, a flat 12 percent was paid 
оп this case.“ 

The Simons case is replete with instances in which the accumula- 
tions of payments such as those cited above found their way to in- 
dividuals who had no part in administration of welfare funds, but 
who were paid administration fees; to individuals without insurance 
broker's licenses, who had no part in “selling” the insurance but who 
were paid commissions; and to individuals with broker’s licenses who 
did no selling, furnished an occasional lead, but received commissions. 
The amounts paid, in some instances, amounted to as much as $40,000. 


*5 Hearings, i 3, p. 1351. 
“ Ibid., p. 1296. 
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7. AGENCY ACCOUNTING 


Another practice followed by this company consists of arrange- 
ments whereby the general agent conducts all the transactions with 
the policyholders. He receives the premiums from the policyholder. 
In situations where an experience rating refund was allowed, the 
agent often requested that it be credited to current premiums due, 
and the agent’s check for the remainder was forwarded to the com- 
pany. In such arrangements, the company has no contact with the 
policyholder, does not know who the covered employees are, and is 
more or less ignorant of the amount of premiums due. It relies entirely 
on the agent and on periodic audits. The subcommittee found this 
practice to have been limited to a few agents, including the C. J. 
Simons Corp. It is this practice that has made it possible for the 
С. J. Simons Corp. to withhold some $164,000 in premiums from the 
company,*' by reporting smaller premium liabilities than were actu- 
ally due. Inthis case the agent apparently, in time, was unable to con- 
tinue the payments of administration fees and commissions for which 
he was obligated and began to withhold premiums. When asked how 
many of its agents collect premiums for the company, Mr. Rinker 
testified that there were “maybe 3 or 4, if any, who are doing so now.”*® 
He freely admitted that the practice was a poor one and was un- 
desirable. 

8. TREATMENT OF POLICYHOLDERS 


The manner in which the premiums for group insurance is deter- 
mined has already been discussed in another part of this subcom- 
mittee’s report. It has also been pointed out that there are certain 
factors (apart from actual claims) in group insurance that affect the 
final cost to the policyholders. In brief, these factors are premium 
rates, discounts for size, administration allowances, retention agree- 
ments, and dividends or experience rating refunds. In the subcom- 
mittee’s investigation of the practices of the Continental Assurance 
Co., evidence of balancing of these factors in such a way that they 
result in unequal treatment of policyholders has been found. In gen- 
eral, policyholders who were “on their toes” or whose agents were 
aggressive received better treatment than others. 


(A) PREMIUM RATES 


Since the first year premium for life insurance, charged by 
companies doing business in New York State, must be the basic rate, 
known throughout the insurance industry as the *C. S. O." or *U" rate, 
the first year premium is the same regardless of the insurance carrier. 
For the second and subsequent years, the premium may be changed 
in accordance with the experience developed by the group. In addi- 
tion, however, the premium for group life insurance may be expected 
to vary from time to time simply because the group as a whole becomes 
older or is a younger group. Insurance carriers, therefore, reexamine 
the age composition of a group periodically to determine what the 
new rates should be in the event that the age composition has changed. 
'This is known as *reaging." 





* Tbid., pp. 1304, 1308, 1320. 
“ Ibid., p. 1819. 
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The staff testified at the hearings that they found many cases in 
which reaging resulted in higher premium rates but that after much 
correspondence between the branch office, or the agent, and the home 
office, the higher rates either were not applied, or were reduced in 
order to retain the business. For example, in one case the original rate 
had been set, in 1949, at 87 cents per month per $1,000 of life insurance. 
The policy was not reaged until 1954 when the New York office deter- 
mined that the new rate should be $1.11. It wrote the home office 
urging that the rate be retained at 87 cents because the policy was a 
fairly large one. The home office replied that it would allow a 15 
percent discount, thus reduci ing the rate to 94 cents and asked the New 
York office to advise the policy "holder acc 'ordingly. The group under- 
writing department of the home oftice wrote the agent in the case 
confirming a 20-percent discount resulting in a rate of 89 cents.* 

In another case, the policy had been reaged, raising the rate from 
$1.06 to $1.21. After the agent inquired into the case, “the home oflice 
allowed a 5-percent discount. The following year, after similar 
correspondence, a further discount of 5 percent was allowed. 

With respect to accident and health insurance, insurance carriers 
must use, for the first year's premium, the rates they have filed with 
the insurance department. Thereafter, the rate may be changed in 
accordance with the experience for the particular group. Subcom- 
mittee staff members testified that they found many instances in which 
discounts from the manual rates were allowed after correspondence 
between the agents and the polieyholders. For example, in the first 
case cited above the agent at one time had asked that the rates be 
reduced, whereupon the home office replied that the rate already was 
5 percent below the manual rates. Some time later, after further cor- 
respondence, a monthly rate for surgical benefits was reduced from 
58 cents to 54 cents. In another case, a 5-percent discount was allowed 
when the agent informed the home office that the employer had been 
approached by another insurance carrier. In a third case, after the 
agent began to inquire into the experience with the case, the rates on 
each of the benefits provided were reduced in amounts varying from 
9 to 15 percent. 

Instances of the above character suggest that the company's policy 
with respect to rates is flexible, at the least, and responds to pressure 
on the part of the policyholder or his agent. Although this point was 
raised during the hearings, there was no specific comment on it by 
company officials who testified. 


(B) ADMINISTRATION ALLOWANCES 


Self-administration allowances are commonly made by insurance 
carriers to py holders who perform functions that would other- 
wise be performed by the carriers. Many instances, however, were 
found in which allowances were made by the Continental Assur- 
ance Co. to policyholders for functions that are not insurance com- 
pany functions or were not, in fact, performed by the policyholder. 
In some instances, the agents were already receiving service fees, pre- 
sumably for performing the same functions. Sti iff members testified 
on this point. In one case (a) the company advised the agent, С. J. 


© Ibid., p. 1208. 
59 Ibid., p. 1299, 
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Simons Corp., that it was withholding the experience rating refund 
pending the approval by the policyholder (a trust fund) of a 6- -per- 
cent administration allowance to be paid to the trustees. Should the 
trustees of the fund not authorize this allowance, the amount would 
be included in the refund. The agent replied, asking the company 
to send him a check for the amount ($855), whereupon the company 
credited the agent’s account with that amount so that the latter could 
draw a check ` „payable to the trustees. In this case the agent was 
already receiving a 4-percent administration fee. 

In another case (b) the policyholder was considering another car- 
rier. The New York office wrote the home office informing it of this 
situation and stated that the policyholder would stay with Con- 
tinental if he were given a reduction in gross premiums. After some 
correspondence, a 2 -percent administration allowance, to be figured on 
Чи net premium, was put into effect. Eventually the arrangement 

ame to the attention of a member of the home ofice staff who, in a 
ы at to the New York office, inquired, “Are we allowing 
2-percent administration allowance on a home oflice administered 
case?” Whereupon the New York office replied that a 2-percent self- 
administration allowance had been approved 2 years earlier.?? 

In still another case (c) the agent paid a 6-percent allowance to the 
polieyholder out of his administration fee of 10 percent from 1945 
to 1953, and discontinued this practice after his fee was reduced to 
| percent. 

These cases illustrate that administration allowances paid to policy- 
holders are not solely on the basis of performance of insurance com- 
pany functions. W hen the subcommittee staff members questioned 
company officials in the course of their investigation at the company 
home offices, they were informed that administration allowances made 
to multiemployer trust funds were intended to cover such expenses as 
those of collecting employer contributions. These expenses are 
properly a charge against the cost of administering the fund and 
should not be ch: arged against the cost of insurance. By shifting this 
charge to the insurance, the real cost of administering the welfare 
fund is obscured. 

The cases (5) and (c) illustrate instances where administration 
allowances were in fact advance discounts. 


(C) EXPERIENCE RATING REFUNDS 


In common with other stock insurance companies, Continental 
Assurance Co, make “experience rating refunds" to its group-insur- 
ance policyholders. This practice is similar to the practice of paying 
“div idends” which is general among mutual insurance companies. The 
refund is made on a case at the end of the policy year when the 
insurance company finds that after it has met incurred claims, set 
aside necessary reserves, met all expenses chargeable to the case (in- 
cluding taxes), and experienced a certain profit, there is an amount 


51 Correspondence between C. J. Simons Corp. and Continental Casualty Co. relative to 
the retail associated health plan: dated October 18, 1951. Russell P. Inskeep to Frank 
Moore; March 6, 1952, Russell P. Inskeep to William Croland; May 8, 1952, Moore to 
Inskeep ; May 23, 1952, Inskeep to Moore. 

* Memoranda relative to Fulton Fish Market Welfare Fund (Gruber, Lynch, and Sloan, 
agent): October 13. 1953, New York group supervisor (Walsh) to home office group under- 
writer (Dewey) ; November 12, 1953, Dewey to Walsh; April 18, 1955, Loeback (home 


office) to O'Connor (New York) ; May 6, 1955, O'Connor to Loeback ; M: iy 9, 1955, Dewey 
to Inskeep. 
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left from the premiums received that warrants a refund to the policy- 
holder. The refund is calculated on the basis of a retention formula 
considered by insurance companies to be a valuable and confidential 
property. 

As was pointed out, cases reported to the subcommittee by the Con- 
tinental Assurance Co. show that with respect to policies issued or 
renewed in 1952, experience rating refunds, in the aggregate, were 
somewhat smaller (7.7 percent of billed premiums) than those on the 
policies reported by all the reporting companies (8 percent), despite 

a smaller claims wan (16.6 percent as against 79.5 percent). After 
— incurred claims and making its experienc e rating refunds, 
the company retained noticeably more (15.7 percent) of billed pre- 
miums than the average of the other — companies (12.5 per- 
cent). Again, this may have been due to some extent to the fact that 
the company's business consists mainly of small policies. 

The staff testified at the hearings that they found little evidence 
of a uniform policy on company retentions and experience rating 
refunds. When questioned on this point and asked whether the re- 
tention formula is fixed or can be “tinkered with,” company officials 
withheld comment. 

Staff testimony, which was not challenged, showed that all cases 
do not come up routinely for consideration and that small cases are 
ordinarily not considered at all. This is illustrated by two cases. In 
the first, the agent wrote the company stating that because of the low 
loss ratio, a refund should be made to the polic; yholder. The com- 
pany replied that it was not proper to allow a refund on small cases 
(in this instance 130 lives was considered small) and that the re- 
newal of this policy had not been predicated on a refund. However, 
it would do so in this case. In another, the company wrote one of its 
field representatives: “although in general we were not paying rate 
credits on groups of less than $10,000 of yearly premium * * * since 
their experience has been quite favorable they are entitled to a re- 
fund." ** 

One interesting case brought out during the hearings concerned a 
group insurance ‘policy issued to an employer. In this case the com- 

iy wrote its field agent that the experience with the policy had 
aem quite favorable, that the employer was entitled to an experience 
rating refund but that the company was hesitating to pay it because 

“several other steel groups of a similar size indicated that they did 
not wish to receive any refund, as the insurance had been purchased 
under an agreement with the union and the employer was obligated 
to pay a certain specific amount for insurance. If any refund was 
obtained it would only be turned over to the union and the employer 

would not derive any savings from his own costs.” 5 Interrogated on 
this point, the company officials explained that they had 2 or 3 cases 
where small refunds were in order but that the employers asked them 
to hold them in reserve with the understanding that, if experience 
were bad in subsequent years, it might make it possible for the com- 
panies to continue the insurance longer without a rate increase. 

Under the New York State Insurance Department regulations, 
guaranteed retention agreements cannot be entered into. Yet, a num- 


5 Tbid., p. 1364. 
5! Ibid., р. 1358. 
* Idem. 
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ber of cases were found in which the agreements, while not guaranties, 
were very strong commitments. Company officials testifying before 
the subcommittee made no comments on the evidence on this point. 
In one case the company wrote the policyholder that while under a 
recent ruling of the New York State Insurance Department the guar- 
anteeing of retention formulas was forbidden, “We do, however, wish 
to reassure that the retention of 9 percent of gross premiums for the 
policy year, January 1, 1954, to December 31, 1954, 1s correct and not 
subject to change." 5** In another case, at the time the policy was 
first issued, the company wrote the policyholder a 2-page letter setting 
forth the retention formula (26 percent, first year; 15 percent there- 
after) that would apply and the manner in which the experience 
rating refunds would be computed.** 

The subcommittee staff testified that they found many cases in 
which there was much correspondence between the company branch 
office staff, policyholders or agents and the home office relative to the 
experience rating refunds, and that in cases where they found such 
correspondence, refunds were made or increased. 'There was much 
evidence that the payments of refunds or their amounts responded 
to the active interest of the policyholders or their agents. In one case, 
after a series of letters between the agent and the home office, the 
amount of the refund for the second and third year was finally agreed 
upon. In the same case, after the agent inquired about the refund 
for the 1953 policy year, the company replied that the loss ratio had 
been high and resulted in a small refund of $33.99, ** * * hardly 
worthwhile making such a small refund" but did so anyway.** 

The case involving 130 lives, already cited, illustrates the manner 
in which the agent's interest in the case resulted in a refund of 8.7 
percent of billed premium that otherwise would not have been made. 

When asked about its policy with respect to experience rating re- 
funds, the company officials readily admitted that as respects both 
trust funds J— single employers, some groups receive better treat- 
ment than others. Mr. Paul Rinker stated, “I would say so, due to 
several reasons. One could bea far more able representative of theirs. 
A man trained in group insurance very often, I think, forces the hand 
of the insurers in that point * * *":9 

Earlier, when Mr. Rinker was asked to comment on staff testimony 
that it was their feeling that various cases were treated differently 
depending on the knowledge of the policyholder or his agent and on 
their energy and aggressiveness, and on the testimony of an official of 
another insurance company that “everyone is not treated alike. That 
is another fallacy of this bonus or dividend system under which we 
operate,” he replied, “I think that is probably true of most every com- 
pany, frankly, and I think that is something you no doubt wish to 
consider carefully. The squeaking wheel gets oil.” © 


5 Ibid., p. 1300. 

" Fulton Fish Market welfare fund. Letter of November 1, 1951, from Richard O'Con- 
nor, manager, group department, to Arthur Coller, fund administrator. 

š Retail associated health plan, various letters especially March 3, 1954, Moore to 
Inskeep ; April 13, 1954, Inskeep to Moore. 

5» Hearings, pt. 3, p. 13606. 

a Idem. 
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9. THE C. J. SIMONS CORP. 


C. J. Simons Corp. of Newark, N. J., general agent for Continental 
Assurance Co., has been one of the largest single producers of group 
business for that company during the | past 10 years. From 1951 to 
1955, the C. J. Simons Corp. wrote group insurance involving a gross 
premium of between $2 million and $3 million per year. Most of this 
— was written by William H. Croland, treasurer of the corpora- 
tion and owner of 50 percent of its stock. 

For this business, Continental Assurance Co. paid to the C. J. 
Simons Corp. commissions of 23 percent graded on new business; 6 
percent graded on renewals; 4 percent for administration and claims 
handling; and 2 to 10 percent contingency bonus arrangement based 
on claims experience. The graded commissions, as is the practice 
with the Continental Assurance Co., were applied separately to life 
insurance and each of the other three coverages. 

According to Mr. C. J. Simons, practically all of the group business 
was included in his 4 percent administration fee arrangement. In 
many cases, the company paid another administration fee tothe policy- 
holder, usually in the amount of 6 percent, through the Simons Corp. 
The Continental Assurance Co., therefore, was paying, on several 
cases, 10 percent of premium for so-called administration and claims- 
handling services. Paul Rinker, testifying on December 1, 1955, 
explained that the payment of an administration fee to the trustees 
of a fund was actually offset by a reduction of the experience rating 
refund which might be due to that particular fund, and that it made 
little difference whether this 6 percent of premium was paid as an 
administration fee to the trustees or included as part of the refund. 
These administration fees are always paid on instructions from the 
trustees (the policyholders). It is difficult to understand the policy- 
holder’s motive in requesting that refunds be handled in this fashion. 

About 75 percent of the group business produced by C. J. Simons 
Corp. came under the contingency bonus arrangement with Continen- 
tal Assurance. Under this arrangement, the lower the loss ratio, the 
higher contingency bonus was paid to the agency. As a practical 
matter the amount actually paid in extra commissions was 2 to 6 
percent of premium. When these facts are applied against the regu- 
lar pattern of kickback payments made by the Simons Corp., which 
are discussed below, it would appear that the contingency commissions 
were used in part for that purpose. 

Many practices of a rather irregular nature to which Simons and 
the Continental Assurance Co. were parties were explained by Mr. 
Rinker as resulting from the pressure of competition. For ex: ample, 
in one case, that company wrote the same policy twice within a 2-yea 
period, each time paying high first-year commissions. There were 
many instances of unequal treatment of policyholders by adjusting 
retention and experience rating refunds to fit the circumstances of 

each case. In one case, the firs st year ’s experience rating report showed 
a deficit of $1,100 and in order to develop a refund, C. J. Simons C orp. 
agreed to surrender their administration allowance and contingency 
bonus which produced a refund of $7,700 when the experience report 
was revised. In another case, Continental authorized C. J. Simons 


61 Ibid., p. 1356. 
$€ Trucking employees of Passaic and Bergen Counties, Letters between agent and com- 
pany, dated May 5, 10954, and July 30, 1954. 
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Corp. to make a retroactive refund of 2 percent of premium in order 
to prevent the case from going to a competitor. There are other such 
examples including one case where Continental Assurance Co, re- 
duced the amount of experience rating refund which had been de- 
veloped because, after discussing the m: atter with C. J. Simons C јогр., 
it was decided that the refund was too large and the insurance com- 
pany then retained an additional $1,900. In still another case, the 
experience report was revised and the refund reduced in order to pay 
a 6-percent administration fee to the trustees of the welfare funds.** 

For several years, it was the company's practice to permit the C. . 
Simons Corp. to take credit for their policyholders’ refunds : a 
premiums due and allowing the corporation to send in a Simons 
check for the balance. The insurance company had no —— or 
contact with the policyholders. The Simons Corp. paid claims out 
of a special account established by the insurance company in a Newark 
bank. Checks payable to the insurance company were often deposited 
in this account by ‘the Simons Cor р. 

This prac tice made it possible for William H. Croland of the C. J. 
Simons Corp. to withhold from the insurance company portions of 
premium in 13 cases. Croland admitted to having withheld a total 
of $164,000 in this manner. 

He maintained that he did not retain any of the funds withheld for 
his own personal use but paid all of it, and more, in the form of 
"administrative fee," wherever necessary to obtain or keep the busi- 
— * These payments were made by check of the corpor ation signed 
by both William H. Croland and Charles J. Simons. Croland testi- 
fied that this money was paid out to individuals and in amounts dic- 
tated by persons who controlled the placing of the business. In many 
instances, large amounts of money were paid to persons who had no 
connection whatever with the wr iting of the insurance policies. Some 
of these persons were not licensed insurance brokers or agents. Others 
though licensed, pursued other callings. One of them was a plumber, 
another a union official. Although only a small part of the records 
of C. J. Simons Corp. were available for inspection, the staff was able 
to trace $150,000 in payments of this nature. These ranged from 
$6,000 to over $40,000, and were obviously kickbacks to various indi- 
viduals. Croland thought it was an acceptable practice to pay admin- 
istration fees because in so many cases the Continental Assurance Co. 
authorized payment of such fees to policyholders in order to obtain 
the business. He also found justification in the fact that in 1946 
a group of cases was handed to him by the eastern department manager 
of the Continental Casualty Co. In connection with these cases, he 
claims to have received specific instructions from the manager to pay 
about $1,100 each quarter to a local union in New York for rent and 
stenographic services, and 2.5 percent of premium to the employer 
trustees and to the union trustee. He has done so ever since. 

The Continental Assurance Co. first learned of this withholding 
of premium by the C. J. Simons C отр. in January 1954 when Crol: and 
volunteered the information that he had withheld about $32,000 in 





® Memorandum from Russell P. Inskeep, dated October 2, 1950, in re retail shoe health 
commission. 

*4 Insurance welfare fund of the Brotherhood of Painters of Queens County. Letters 
between agent and company, dated October 11 and December 6, 1949. 

® Retail furniture employees’ welfare fund. Letters betwen company and agent, dated 
January 31 and March 7, 1950. 
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premiums in one case. In August 1954 Croland again volunteered 
information on the withholding of premiums in the total amount of 
$132,000 in 12 other cases. A settlement was reached between the 
insurance company and the C. J. Simons Corp. whereby the Simons 
Corp. was given credit for all commissions, fees, and contingency 
bonus developing on these cases against the premiums due to the insur- 
ance company. The company did not report Croland’s activities to 
any law-enforcement agency nor did it notify their policyholders that 
the agent had withheld part of their premium payments. The insur- 
ance company’s aim was that of recovery of the amount of premium 
due and of saving the reputation of its very productive general agent. 
The company sent audit letters to all of this agency’s group policy- 
holders, although it did not inform them of discrepancies in the 
agency’s accounts. 

William H. Croland resigned as an officer of the C. J. Simons Corp. 
on January 1, 1955, upon the insistence of Continental Assurance Co., 
but he did not resign as an employee of the corporation until October 
10, 1955, 3 days after the subcommittee staff had completed its investi- 
gation of the insurance company in Chicago. There was testimony 
at the hearings of the subcommittee that Croland still retained a 50- 
percent interest in the corporation after his resignation. Croland now 
operates an insurance brokerage business from his home. As late as 
November 1955, subcommittee staff was informed that he had the use 
of a desk in the offices of the corporation. He may still be placing 
business with the Continental Assurance Co. through the corporation. 

The chief counsel of the welfare fund inquiry of the New York 
Department of Insurance, in a letter dated August 10, 1955, notified 
the Department of Banking and Insurance of the State of New Jersey 
of the activities of William H. Croland and the C. J. Simons Corp. 
To date this subcommittee has learned of no action taken by the New 
Jersey Department of Banking and Insurance against William H.. 
Croland or the C. J. Simons Corp. 


C. THE WASHINGTON NATIONAL INSURANCE COMPANY 
1. BACKGROUND 


In 1954, this subcommittee received questionnaires from 79 insur- 
ance companies on policies issued to jointly managed welfare funds, 
to unions, or to employers or other entities where the union was known 
to have had a voice in selection of the carrier. Of these, 70 had group 
business which was written or already in effect in 1952. The sub- 
committee analyzed information reported on these questionnaires for 
the purpose of determining the percentage of retentions, commissions, 
and administrative fees of the several insurance companies on the 
business in effect in 1952. The analysis revealed that Washington 
National of Evanston, Ill., was one of several companies whose aver- 
age retentions, commissions, and administrative fees ranked consist- 
ently higher than the average of the other carriers. 

Because Washington National’s commissions and fees were higher 
than is typical of the industry, subcommittee staff members went to 
Washington National’s home office to examine its records and to de- 
termine the causes which underlay its high cost ratio. Company offi- 
cials and employees were very cooperative with staff members who 
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conducted the investigation and, without hesitation, produced all of 
the material or information which was requested. The officials of the 
company are commended for their excellent spirit of cooperation, and 
for their invaluable assistance to the subcommittee throughout the 
entire investigation. 

At the outset of the field investigation, it was discovered that the in- 
formation shown on the questionnaires submitted by the company was 
not in agreement with the data in its individual case files. абме 
officials informed staff members that the task of preparing the ques- 
tionnaires had been entrusted to a temporary employee and that the 
official who had supervised the project was no longer in their employ. 
The company prepared revised questionnaires and submitted them to 
the subcommittee. 

In analyzing the data contained in the corrected questionnaires, the 
subcommittee staff gave consideration to the fact that most of the 
risks underwritten by Washington National are relatively small, and 
that acquisition costs and other costs items are correspondingly high. 
Of the 27 insurance contracts in effect in 1952, which fall within 
the subcommittee’s purview, 16 had annual premiums of less than 
$5,000, 3 others commanded premiums of between $5,000 and $10,000, 
and in no instance did annual premiums exceed $50,000. 

Nevertheless, as will be shown later, the differences in charges and 
costs which are set out below cannot be attributed in their entirety 
to the small size of the insured groups. 
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2. ТНЕ СОМРАМУ 


Washington National Insurance Co. is a legal reserve company or- 
ganized in 1911, licensed to do business in 47 States (New York ex- 
cepted) and in Canada. It writes both ordinary and group life and 
accident and health policies. Reportedly, it insures more teacher 
groups than any other carrier in the United States. It writes a sub- 
stantial amount of group business, exceeding $11 million in premiums 
in 1954; and has experienced the growth in group business common 
to the industry. Premiums on group health and accident coverage, 
only $5,689,000 in 1950, had advanced to $7,302,808 the following year 
and to $9,658,000 in 1954. However, only a minor proportion of its 
total group business is in the area of plans subject to collective 
bargaining. 

3. GENERAL FINDINGS 


The inquiry at Washington National disclosed situations involving 
two brokers, Harry D. Epstein, of Newark, N. J., and Dash & Love, 
of Philadelphia, Pa., which warranted further investigation. Wash- 
ington National had commission arrangements with these agencies 
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which were decidedly out of the ordinary. Consequently, staff mem- 
bers conducted further investigations into the activities of these brokers 
in Newark and Philadelphia, ‘discussed below. 

In addition to the irregularities referred to above, the investigation 
uncovered instances of policyholders not being treated alike, of un- 
deserved administrative allowances, and of contingent commissions to 
agents which operated against the interests of the beneficiaries. These 
dapiirtures from normal insurance practices are discussed in detail 
elow. 


(A) REMUNERATION OF AGENTS 


As in other underwriting companies, agents of Washington National 
receive compensation for their sales efforts on a straight commission 
basis. On occasion, when duties other than selling and normal servic- 
ing of the accounts have been assumed by the agent, he receives an 
administrative or service fee in addition. With respect to a few of its 
producers, Washington National also proffers a contingent com- 
mission ; the contingency in this instance 1s the extent to which claims 
fall below a stipulated percent of premium. "These elements of agent 
compensation are discussed in a subsequent section. 

(1) Commissions and service fees 

For the purpose of computing commissions payable to its brokers 
and agents, Washington National applies the following so-called 
standard decremental scale to the great majority of its group cases: 


9 renewal 
years 


Premium 


U Percent Percent 
) to $1,000 ki. а 404 Да еа суза |. 2 * 20 5 
611000 to $5 000 ود باود‎ 2л СВЕ Рот а 20 

$5,000 to $10,000 дз E Es 15 
$10,000 to $20,000... — 2 > 2 5 1219 

$20,000 to $30,000 10 

$30,000 to $50,000 p е : E { 
$50,000 and over. ........ ә ~ р у i Ч ‘ 2! 


Until 1953, the above scale was applied to each separate coverage 
within the policy, i. e., life, accident and sickness, hospitalization, 
surgical, medical, ete. = ept for those cases placed on its books prior 
to this ch: ange, the present company practice is to compute commissions 
separately on life insurance premiums and to combine all casualty 
premiums for commission purposes. Ralph C. Knoblock, second vice 
president, group department, testified in hearings before the subcom- 
mittee that the orincipal reason which forced W: ashington National 
to change its polici у with respect to pay ing separate commissions was 
the company's excessive losses in the writing of group hospital and 
surgical expense. He also stated that the company lost some of its 
group business as a result of this change because “* * * Some agents 
naturally objected to the change in our practice and placed their group 
business with other companies.” ° 

In some cases the company has deviated from its standard decre- 
mental commission scale. For example, Harry D. Epstein, 29 Eliza- 


ве Hearings pt. 3, pp. 1252-1253. 
6 Ibid., x . 1256. 
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beth Avenue, Newark, N. J., receives a flat 5-percent renewal commis- 
sion rather than the graded 5 percent on all group business he writes 
for Washington National. Earl Глеуег, а broker in Los Altos, Calif., 
receives a flat 5 percent on renewals.** Company officials justified 
the departure from the standard decremental scale in these two in- 
stances on the basis that the brokers incurred additional administrative 
expenses in connection with extra work they performed. The sub- 
committee, however, ascribes this deviation from standard procedure 
to the apparent purpose of placating favorite brokers. On the other 
hand, staff members discovered one case in which the agent agreed to 
accept reduced commissions computed on a 15-percent gr: aded decre- 
mental scale so that the company could write the business. 
Washington National also pays an overwriting commission, which 
it calls a “service fee,” to its general agents, for business obtained 
through agents or brokers recruited and trained by the general agents. 
The fee scale is graded decrementally. It provides a fee of 214 per- 
cent of premiums up to $50,000 for the first policy year, and 1 per- 
cent of premiums for the 9 renewal years. On premiums of $50,000 
and over the fee payable is 1 percent of premiums for the first policy 
year, and one-half of 1 percent of premiums for the 9 renewal years. 


(2) Contingent commissions 


Washington National has informal written agreement (letters) 
with 2 insurance brokers, Harry Epstein, of Ne wark, N. J., and Dash 
& Love, of Philadelphia, whereby they may receive up to 10 percent 
of the earned premium as added compensation or commission, over 
and above their regular commission. This 10-percent administrative 
fee, as it is sometimes called, is wholly contingent upon favorable 
claims experience and is deducted from the dividend or “bonus” 
which would normally be paid to the policyholder. Mr. Knoblock 
testified that his company does not have this arrangement with any 
of its other agents or brokers and that W ashington National feels 
both Epstein and Dash & Love “have done an outstanding job in ad- 
ministering the groups which they have.” ° 

Under date of November 21, 1955, the subcommittee received i 
letter from Cyril D. Smith, agency supervisor for Washington Na- 
tional. This letter, introduced into the record, set forth the total 
premium volume represented by group cases on which Harry D. 
Epstein was the cine of record as $510,505.54. Enpstein’s regular 
commissions totaled $48,414.44, or 9.5 percent of the premium. Under 
the 10-percent contingent fee arrangement, he received an additional 
$13,737.02, or 2.5 percent of the premium. Taken together, the 
amounts received by Epstein total $61,151.46, or 12 percent of the 
premium. 

The letter states the total premium for all group cases on which 
Dash & Love was the broker was $481,201.75. The firm's commissions 
totaled $42,599.79, or 8.8 percent of the premium. The total paid to 
Dash & Love pursu: ant to the 10-percent contingent fee arrangement 
amounted to $22,448.25, or 4.7 percent of the premium. Thus, the 
total amount received “ad Dash & Love was $65,008.04, or 13.5 percent 
of the premium. 


ss Correspondence in files of Washington National Insurance Co., memorandum of T. W. 
Schmidt dated May 21, 1954, re Las Vegas Culinary and Bartenders Group. 


*v Hearings, pt. 3, p. 1250. 
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The above figures represent all business written for Washintgon 
National by Epstein since 1951, and by Dash & Love since 1952. 

Company officials informed staff members that they felt this addi- 
tional compensation was justified in these two instances because the 
brokers were performing work requiring time and expense which 
would otherwise be a necessary function of Washington National. 
When asked whether the policyholders in these cases had been noti- 
fied, or were aware, of the contingent commission arrangements, 
officials replied that they had received *verbal assurances" from both 
Epstein and Dash & Love that all interested parties had been notified. 
Washington National never attempted to verify this, however. 

Mr. Knoblock testified that by paying 10 percent additional com- 
mission, that obviously adds 10 percent to our expenses and thus 
reduces the dividend or bonus which is payable to the policyholder. 
He further agreed that it deprived insured employees of 10 percent of 
the insurance they could purchase by increasing the net cost to the 
policyholder. Asked if he considered this a good practice, Mr. Knob- 
lock testified : 

At the time we entered into these agreements with both 
Harry Epstein and Dash & Love, we had some question about 
it, but in both cases they assured us that they could do such 
an effective job of administration that they could almost 
guarantee that the groups would be profitable groups, and 
on that basis we agreed to enter into such agreements and it 
has worked out just as they indicated it would in most 
cases.”° 

This type of arrangement tends to operate against the policyholder 
and the beneficiaries under the policy—first, because it increases the 
net cost of the policy to the extent that a contingent fee is paid ; second, 
because the arrangement has the effect of penalizing the policyholder 
for good experience, with the reward going instead to the broker. 

It is significant that in Washington National’s reports to its policy- 
holders, the contingent fees paid to Epstein and Dash & Love were 
carried as expenses and contingency reserves rather than as extra com- 
missions. Had these commissions been properly labeled and had these 
statements been uniformly delivered to the policyholders, it would be 
fair to assume that the arrangements were fully approved by interested 
parties. This was not the practice, however, and the 'arrier, in accept- 
ing *verbal assurances" from the broker and in not disclosing the 
arrangement via its bonus or dividend statements, subjected itself to 
serious question. It is equally debatable, under the circumstances, 
whether the company actually believed that policyholders knew of 
these arrangements. | 

The company has an additional ararngement with Harrv 1 
Epstein which is integrated with the 10-percent contingent commis- 
sion agreement. Under this arrangement, Washington National has 
set up a special claims account which allows Epstein a credit, or 
draw, of $350 per month, or $4,200 per year. In effect, the arrange- 
ment guarantees the broker a minimum annual return of $4,200. 
For example, if under the 10-percent agreement, Epstein's cases do 
not produce an amount equal to $4,200, Washington National will 
make up the difference. On the other hand, should his income under 


™ Ibid., p. 1258. 
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the 10-percent agreement be in excess of $4,200, he then keeps the 
entire amount. 


(3) Recovering contingent commission from policyholder out of divi- 
dend already paid 


stein is the broker on the policy covering the Automatic Coin 
x ending Machine Employees’ Union, local 1690, 1776 Broadway, 
New York, X. Y. Washington National files show that the company 
mailed a dividend direct to the union at the end of the first insurance 
year and neglected to deduct Epstein's contingent fee, at that time 5 
vercent of the premium. When Epstein questioned this," Washington 
бое wrote the union business manager, saying that the company 
had miscalculated the bonus and requesting that the union return 
$251.94 (5 percent of the premium) which was to be added to the 
contingency reserve? The union returned the exact amount requested 
and * immediately Washington National transmitted it to Epstein. 
Here again, the amount of money involved is small but the proce- 
dure is open to question. It is possible, of course, that the union as 
policyholder in this case actually did know of the contingent commis- 
sion arrangement between the broker and the carrier although Wash- 
ington National’s letter gives every indication that it did not. In 
either event, the letter is deceptive inasmuch as the insurance com- 
pany had no intention of adding this money to its contingency reserves 
and did not do so after recovering it. 


(4) Revising commission arrangements 
On a policy covering 2 unions (Culinary Union Local 226 and Bar- 
tenders Union Local 165, Las Vegas, Nev.), Washington National 
agreed to pay commissions on a 15 percent graded first year and 5 
percent graded renewal year basis, divided evenly ge een 2 cobrokers, 
Earl Liever, Los Altos, Calif., and William Royer, Las Vegas, Nev. 
At the time the case was written, an agreement between the company 
and the brokers provided that, if the exper lence was satisfactory, 
commissions would be recomputed on a 20 percent graded and 5 per- 
cent graded basis. The file showed that the experience proved satis- 
factory and that the commissions were refigured accordingly. In 
addition, the renewal commissions were revised so that the company 
paid the brokers a flat 5 percent rather than 5 percent graded. This 
illustrates the way in which commission arrangements contingent on 
claims experience can affect the beneficiaries. Normally, the addi- 
tional amount paid under the revised commission agreement might 
have been returned to the group but instead the extra agent compensa- 
tion increased the net cost (there is no implication that the company 
restrained the payments of legitimate claims). "The file on this same 
case shows that the unions, through Earl Liever, requested that Wash- 
ington National lend them $15 ,000 which was to be secured by a mort- 
gage on a new union office building. The company did so, but it states 
that the loan was made about 2 years after the group insurance plan 
was installed and was made strictly on its own merit. 


" Letter from Epstein to Washington National dated September 8, 1952. 

7 Letter from Washington National to Frank Calland, business manager, Automatic 
Machine Service Employees Union, dated September 26, 1955. 

7з Сапапа letter to Washington National, dated October 1, 1952. 

14 Washington National letter to Epstein, dated October 11, 1952. 
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(B) ADMINISTRATION FEES 


In each case on which Harry D. Epstein is the broker, Washington 
National pays an administration fee, amounting to 5 ercent of the 
premium, to one or more individuals who are identified as union offi- 
cials. Epstein designates the administrator who is to receive the fee. 
Provision for the payment of this fee is accomplished by *loading" 
the premium an equivalent amount in each case. A complete list, 
including the name of the administrator, his union affiliation, the 
amounts he received in administrative fees, and the period for which 
such fees were received has been made a part of the record in the 
form of a letter dated November 21, 1955, from Washington National 
over the signature of Cyril D. Smith, agency supervisor. 

When asked to explain what functions these individuals were per- 
forming in connection with their respective insurance programs to 
warrant the payment of a 5-percent administrative fee, Mr. Smith 
told the subcommittee : 


It is my understanding that that man's 5 percent was paid 
for his work in contacting the individuals within the union, 
making them conversant "with what the insurance program 
was, receiving and helping them complete their claim forms 
which that individual would then forward on to Mr. Epstein 
for review and payment. 


In subsequent testimony, Mr. Smith informed the subcommittee : 


* * * you will be interested in knowi ing that that is no longe ‘T 


done by Washington National.“ 

Staff members were advised by company officials that Washington 
National now requires a letter of authorization from the trustees of 
a welfare fund, or other responsible officials, before it will pay an 
administration fee. In this connection, the general counsel of Wash- 
ington National told staff members that while his company perhaps 
has.a moral obligation to verify that service is actually being per- 

formed by these administrators, it cert: ainly has no legal obligation 
to do so. He said the unions are the policyholders in most of these 
cases and presumably know of the arrangements. This suggests that, 
prior to its recent change in policy, the carrier either f: ailed to recog- 
nize or intentionally ignored the possibilities of abuses which can 
result from such practices. 

Two aspects of this pr: actice are most objectionable. First is the 
impropriety of *loading" the premium by an extra amount in order to 
provide for payment of the administrative fee. This obvious ly in- 
creases the cost of insurance to the beneficiaries and represents an 
unnecessary charge to them, Secondly, the device serves as a tool in 
the hands of the ‘broker, a lure or an additional selling point which 
he can use effectively in obtaining business. The facts demonstrate 
that Epstein used this device as a bargaining point. That the amounts 
of money paid were relatively small does not alter the questionable 
principle of the arrangement. Investigations disclosed that union 
officials receiving these ‘fees did ver y little, if anything, in the way of 
administration. Since they were instrumental, in most instances, in 
enabling Epstein to obtain the business, the conclusion is obvious. 


™ Hearings. pt. 3, p. 1261. 
te Ibid., p. 1262. 
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The fact that a reputable insurance carrier will accede to the dictates 
of a broker without first examining the abusive possibilities involved, 
and that union officials will yield to cheap inducements and thereby 
deprive the beneficiaries whom they represent of funds available for 
actual insurance purposes is a potent argument for disclosure. 


(C) ALLOCATING PORTIONS OF DIVIDENDS AS RESERVE FOR COMMISSIONS 


In three cases on which Epstein was the broker, files at Washington 
National reflected that the company had computed and paid dividends 
from which Epstein's contingent fee had been deducted. Prior to 
the payment of the dividend, a portion of it was set aside as a *reserve" 
in anticipation that Epstein would ask for revised commission arrange- 
ments. Since this did not occur, the files contained notations to for- 
ward these “reserves” as future bonus credits. It could not be 
definitely determined whether the “reserves” were in fact credited to 
the policyholders (Federal Labor Union Local 23827 welfare fund, 
Hoboken, N. J.: local 50, Novelty, Metal, and Allied Workers Union 
of the International Jewelry Workers, New York, N. Y.; and loeal 
305, Playthings, Jewelry, and Novelty Workers Union, New York, 
N. Y), although the files indicated that such was the case. 

The commission arrangements between Washington National and 
Epstein are not based on formal signed contracts but on verbal agree- 
ments, understandings, and correspondence. The carrier, expecting 
Epstein to make additional demands for commissions, laid aside a 
portion of premium in “reserve,” for just such a contingency. Had 
formal commission and fee contracts been in effect, this situation could 
not have arisen. 


(D) TREATMENT OF POLICYHOLDERS 


The last section illustrated the manner in which the interests of the 
policyholder and the employee-beneficiaries can be prejudiced through 
pyramided premiums, through so-called contingent fees, and through 
unearned service and administrative fees. 

Over and above this sometimes overt dissipation of benefit dollars 
are internal insurance company practices that lead to inequitable 
treatment of the lesser informed policyholders. 

(7) Rete ntion and divide nd ( bonus) poliey 

Mr. Knoblock, second vice president of the group department, in 
his testimonv before the subcommittee regarding the retention and 
dividend poliey of Washington National, declared : 


* 


* we do not in any contract of group insurance guarantee 
to any polieyholder that we will return any part of the pre- 
mium. However, it is customary in the group business te 
make a return of premium, if the claim experience has been 
favorable.” 

Further interrogation by the subcommittee elicited testimony to 
the effect that if and when Washington National feels that a return 
should be made to the policyholder, a bonus caleulated formula (fre- 
quently called retention formula) is applied to the individual case 
in order to calculate the amount of the “bonus.” The formula is 


* Ibid., p. 1249. 
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drawn up by company actuaries. It consists of various expense and 
reduction factors which are applied to group policies in accordance 
with the premium volume and the number of years the policy has 
been in force. 

When asked how large the premium volume would have to be in any 
particular case before Washington National could consider it for a 
dividend or refund, Mr. Knoblock replied: 


I would say that if the annual premium were any less than 
$5,000, we would under no circumstances consider calculating 
a bonus or dividend. 
He explained that in groups inyolving less than 100 employees it is 
not customary to pay a bonus or dividend, unless one is requested, 
because in small groups the experience fluctuates widely from one 
year to the next. He agreed that to some extent small groups helped 
carry the cost of insurance of larger groups. However, they also 
enjoyed the benefits of group insurance for the first time since many 
companies hesitated to enter the small group field until recent years. 
Mr. Knoblock was asked if he meant that the policyholder who 
goes after a dividend will receive it whereas those who do not will 
receive nothing. Knoblock replied: “That is exactly what we mean.” 
He agreed that under such a practice rewards accrue to the bolder, 
more aggressive policyholder. He further agreed that Washington 
National, as well as many other insurance companies, accords dif- 
ferent treatment to individual group cases. Senator Douglas asked 
whether different treatment is given, depending on the circumstances, 
to identical groups where all insurance factors are similar and where 
one group is pushing for a dividend while the other is not. Mr. 
Knoblock said that in such instances, the ultimate net rate is not the 
same. He stated, “We have nothing in our contract to indicate that 
we will make a return.” *® In a very candid statement he said that, 
if another insurance company was trying to get the business, Wash- 
ington National would probably calculate and pay a bonus if there 
was any possibility of retaining that business. He indicated that this 
practice 1s fairly —— throughout the insurance industry. 
During Mr. Knoblock's testimony, Senator Douglas told him: 


I want to congratulate you, too, on your frankness in this 
matter, which ara t us very much, because we have had great 
difficulty in establishing this fact in conversations with 
numbers of insurance companies. You have rendered, I 
think, a real public service without being in any sense un- 
faithful to your industrial group.*? 


(2) Bonus statements 

Аз a necessary concomitant’ to the dividend (bonus) policy of 
Washington National, the company prepares a bonus statement for 
each group which is to be considered for a refund of premium. The 
statement contains figures on the total amount of earned premium, 
the total amount of claims incurred and paid; reserves for pending, 
open, and unreported claims, and an item which includes commissions, 
taxes, expenses, and contingency reserve. After all the computations 


78 Tbid., p. 1251. 
7? Tbid., p. 1252. 
8  Ibid., p. 12595. 
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are made. the bonus statement reflects either a bonus credit or deficit, 
depending upon the claims experience. 

This bonus statement, together with the dividend or bonus check, 
if one is payable, is ordinarily forwarded to the agent or broker of 
record on this particular group. Occasionally, it is sent to Washington 
National’s group branch office for delivery to the agent or broker. The 
bonus statement is never sent directly to the policyholder. Accord- 
ing to Mr. Knoblock’s testimony : 


When you are dealing with an agent or broker, it is custom- 
ary to handle all matters through the agent or broker. * * * 
If a bonus is payable and there is a check being sent, we think 
it is an especially good time for the agent or broker to capital- 
ize on the situation, and to help keep out competition, by 
keeping the name of Washington National before the policy- 
holder. It is a means of selling * * * By the same token, if 
there is a bonus deficit and we have had an abnormally high 
claim loss ratio, then it is up to the broker to explain to the 
policyholder why no bonus is available, and to pave the way 
for a possible request on our part for a premium adjust- 
ment.*! 


Mr. Knoblock further said— 


I would say that the majority (of insured groups) are 
controlled by the agent or broker. I am speaking now of 


8 


groups of any size.*? 


He added, under questioning, that he felt this was true of both 
employer and union group insurance plans. 


Prior to the subcommittee's investigation of Washington National, 
its officials had assumed that the bonus statements sent to their agents 
or brokers were delivered to the policyholder in all instances. Such 
was not the case. The significance attached to these bonus statements 
was developed more fully under the separate heading entitled “Con- 
tingent Commissions.” 

(3) Withholding dividends where policy termination is probable 

In two cases (Retail Clerks International Union, Local 1262 Wel- 
fare Fund, Newark, N. J., and Furniture, Household and Credit 
Employees’ Union, Local 34, Newark, N. J.), because information 
indicated that these policies were to be canceled, Washington National 
withheld dividends (bonuses) which had already been computed and 
forwarded to their group field supervisor for delivery to the policy- 
holder. In the case of local 1262, the “bonus” withheld amounted 
to $4,495.98. A “bonus” of $2,658.24 was withheld in the local 34 
case. The subcommittee holds that once a group has earned a dividend 
through favorable claims experience, it is entitled to the return even 
though cancellation of the policy is probable. 

(4) Charging cost of union advertisements to future bonuses 

On three occasions, Washington National agreed to pay a portion of 
the cost of advertisements which were to appear in souvenir journals 
or testimonial booklets of insured union groups. These costs were 
charged, in each case, against future bonuses payable to the groups. 
(Culinary Union, Local 266, and Bartenders’ Union, Local 165, Las 


81 Ibid., p. 1250. 
& Ibid., p. 1256. 
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Vegas, Nev.; Boot and Shoe Workers’ Union, Philadelphia, Pa.; and 
U nited Bakery, Confectionery, Cannery, Packing and Food Service 
Workers Union of New Jersey, "Local 969, Newark, N. J.) 

The amount of money involved in these instances is small. Never- 
theless, the subcommittee seriously questions the practice of charging 
costs of Washington National’s complimentary advertising or testi- 
monials against the insurance experience of welfare funds or insured 
groups. Such expenses seemingly should be charged against the 
company’s advertising budget. 


4, FIELD INQUIRIES 


In an effort to determine at the plan level the effect of such practices 
as paying extra commissions to brokers out of dividends, paying 
administrative fees to union officials and having special arrangements 
with seemingly favored insurance brokers, the subcommittee con- 
ducted field inquiries in Newark, N. J., of the business controlled by 
Harry D. Epstein, and in Philadelphia, Pa., with respect to the busi- 
ness of Dash & Love. 


(A) PHILADELPHIA INVESTIGATION 


(1) A malgamate d Local 195, Meat Cutters and Butcher Workmen of 
North America | 

This union has some 7,000 members employed " various segments 
of the meat industry in the Philadelphia area, i. e., hotel and restau- 
rant supply houses, beef boners, packing and sl: — houses, poultry 


houses and retailers. The numerous employers in the industry are, 
for the most part, members of employer associations. Collective bar- 
gaining by local 195 is carried on with four such employer groups. 
The local’s welfare program consists of: (1) A medical center which 
provides medical care to all covered employees; and (2) life insur- 
ance, accident and sickness coverage, hospitalization, etc., for em- 
ployee- — through group insurance contracts with various 
insurance carriers. These are noncontributory programs and are 
— on a benefit basis with respect to the insurance and on a 
fixed contribution by the employers with respect to the medical 
center. With the exception of three groups under this arrangement, 
the employers reportedly select their own carriers and hold the insur- 
ance policies. 

According to Vincent LoCasale, secretary-treasurer of Local 195, 
5.800 to 5,900 members of this union are covered by group insurance 
plans underwritten by several commercial carriers. Some 800 mem- 
bers are covered by 3 policies issued to local 195 by the Washington 
National Insurance Co. and 5 separate policies issued to employers. 
The broker on each of these eight policies is the firm of Dash & Love. 
In interviews with subcommittee staff members LoCasale said he was 
a lifelong friend of J. Warren Dash, a partner of this firm, that the 
firm was utilized as this union’s insurance consultant and that it had 
placed fire and auto insurance for the union itself. 

In 1948 or 1949, according to LoCasale, local 195 first obtained 
insurance programs for its members through negotiations with em- 
ployers. These were to be contributory plans, the employers paying 
two-thirds of the cost and the employees one-third. The union 
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obtained informal bids from about 15 insurance carriers and selected 
the Continental Casualty Co., Chicago, Ill., on the basis of lowest net 
costs. Continental’s bid. had been submitted by Dash & Love who 
subsequently became broker on the policy. 

In 1950, the plan was made noncontributory, at which time the 
employers insisted upon choosing their own carriers. A clause to this 
effect was inserted in the collective bargaining agreement, and many 
employers insured their programs through a number of different 
underwriters. However, the 800 or so members referred to above 
continued to be covered by Continental. 

The multiple policies in effect for members of the same union was 
a consequence of the Pennsylvania insurance regulation prescribing 
group policies for groups of less than 25 workers. Employees of 
small companies engaged in similar activities were banded together 
so as to qualify for group protection under Pennsylvania insurance 
regulations. Since the union was the only centralized administrative 
factor, it became the policyholder on three different policies. J. War- 
ren Dash told subcommittee investigators in October 1954 that local 
195’s insurance was handled by Continental Casualty Co. under a 

“franchise” contract rather than the usual group insurance contract 
and that three separate groups covering members of the same union 
had been formed along the lines followed in collective bargaining, 
that three different employer associations were involved and that 
each group had different coverages. Dash further stated that sepa- 
rate policies were issued to employers as soon as they had more than 
the required 25 employees but that his firm did not get first year 
commissions when employers were split out from one of the Amal- 
gamated groups. 

Both LoCasale and Dash advised that since experience proved ad- 
verse in this case, Continental demanded a premium rate increase. 
This took place at the end of the third insurance year, according to 
Dash. Asa result, all these groups were taken from Continental and 
insured with Washington National, which offered to take the cases at 
lower rates. 

Information of record does not support the foregoing statements. 
In questionnaires received from Continental Casu: alty and Washing- 
ton National, the following data was submitted concerning local 195: 

(a) Continental Casualty Co.—Continental issued a group policy 
to local 195 January 1, 1952, providing accidental death and dismem- 
berment and temporary disability cash benefits (accident and health 
insurance) at a monthly pre mium of $2.60. Forty-nine contributing 
employers were listed. The S. : . Goodstein C orp., Drexel Building, 
Philadelphia, a general agent E Continental, listed as agent on the 
case, was paid 20-percent flat first year and renewal commissions and 
a 5-percent fee. This case was canceled January 1, 1953, exactly a 
year after it began. "The following experience was shown: 


Premium: $44,603. 

Commissions: $8,920.60 (20 percent). 
Fees: $2,230 15 (5 percent). 

Incurred claims: $32,514.35 (72.4 percent). 
Dividends: None. 

Retention: $12,288.65 (27.5 percent). 





8 Questionnaire from Continental Casualty Co. re Meat Cutters & Butcher Workmen of 
North America, Amalgamated Local 195. 


76189—56—17 
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Inquiry disclosed that Dash & Love was the broker in this case 
and received commissions directly from Goodstein. 'The Goodstein 
firm is presently attempting to determine from its files the circum- 
stances surrounding the cancellation of the case and other rel: ae 
details. It can be seen, however, that (1) the case did not run 2 or : 
years under Continental and develop adverse experience; (2) dus 
was no indication that adverse experience caused Continental to 
demand a rate increase; and (3) the case was canceled by the con- 
tracting party—not Continental. 

(5) The Washington National Insurance Co—The questionnaires 
returned by W: ashington National, together with material obtained 
from files of the carrier, provide the following information: 

Of the original 40 contributing employers listed in the Continen- 
tal group policy, 17 are presently insured under 3 separate group 
policies issued to the union by Washington National. These are 
designated by the carrier as units 1, 9, and 3. In addition, 4 of the 
original 49 employers are now carried under separate polici ies issued 
by Washington National. Still another separate policy was issued 
by Was shington National to an employer not included in the original 
49. Dash & Love is the broker in each of these cases. Thus, eight 
separate policies now exist in place of the single policy formerly car- 
ried by Continental. Commissions are paid separ: ately on each of 
these policies, obviously increasing the commission factor consider 
ably. (It should be noted that 12 new employers not included in 
the original 49 have been added to the 3 groups for which the 
union holds policies.) 

Of these 8 polic ‘ies, 3 were issued on the same day that the Continen 
tal policy was canceled. The remaining five were issued shortly 
before or soon after that time. Washington National insured local 
195, unit 1, on December 1, 1952, unit 2 on January 1, 1953, and unit 
ə on May 1, 1953. Two of the 5 employer policies were issued No 
vember 1, 1952, 2 on January 1, 1955, and the 5th on November 1, 
1953. Records indicate that local 195, unit 1, and 2 of the 5 employer 
groups, were insured for a period of time under both Continental and 
Washington National. 

The benefits and premium rates were different under each of these 
policies as shown below. 

(1) Unit 1, local 195 (carried by Continental from January 1, 
1952, to January 1, 1953; by Washington National from December 
1, 1952 to date.) Coverages and premium rates of inception under 
Washington National: 


| Monthly | Annual pre- 
premium mium 


Coverage | Effective date 


Life insurance | Dec. 1,1952 $2. 04 $24. 48 
P ут a SSE T E . 20 2. 40 
ПНЕ еол оливы —— 1. 99 23. 88 


4. 23 50. 76 
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(2) Unit 2, local 195 (carried by Continental from January 1, 1952, 
to January 1, 1952; by W ashington National from January 1, 1953, 
to date). Coverages and premium rates in inception under Wash- 
ington National: 


` T Monthly Annual pre- 

Coverage Effective date premium mium 
Life insurance а ùg — — и Бок — Jan. 1, 1953 $0. 99 и | 8S 
Accident and health в Ех ...do 2 31. X 
Total 1 v t dida cB > — о PR Rind 3. 59 43 08 


(3) Unit 3, local 195 (carried by Continental from J: —— 1. 1952. 
to January 1, 1953; by W ashington National from May 1, 1953, to 
date). Coverages and premium rates at inception under W ashington 


National: 





( 1 t Month] innt re- 
| iur 

Life insurance Мау 1.1953 $1.01 $12. 12 
Accidental death and disability d 18 2. 16 | 
Accident and health 1 1. 99 23. 88 | 

Hospitalization (employee і 1.17 14. 04 

Hospitalizat n (dependents k 41 10. 92 

Surgical (employees do я 50 6. 00 

Surg cal (dependent а 1.82 21. 84 

Ооо ә 5 1 s 120. 9€ 


According to Washington National's questionnaire, the union's ex- 
ecutive board was included under this unit. According to the car- 
rier's files on this case, dependent coverage at the outset was written } 
only on the union’s executive board. As of November 1, 1954, accord- 
ing to these same files, hospitalization and surgical benefits were in- 
creased for me mbers of the executive board and their dependents only. 
The file states: “Employers pay entire cost of program." * 

The separate policies issued to the five employers also provide dif- 
ferent coverages and premium rates. 

According to a letter from Goodstein, the general agent (set forth in 
detail later in this section), Dash & Love, on the local 195 case, re- 
ceived a commission of 17.5 percent flat on first year and renewal 
premiums, and Goodstein, as general agent, received an additional 
7.5 percent. The subcommittee’s questionnaire from Continental 
shows that the total retention for the 1 year the policy was in effect 
amounted to 27.5 percent of premium. With 25 percent of this rep- 
resenting commissions and fees, the carrier’s net retention was only 
2.5 percent of total premium. These commissions and service fee 
arrangements are unusually high. 

Dash & Love's commission arrangements with Washington National 
are especially significant. This broker received commissions based 
separately on each policy issued by Washington National to the vari- 
ous units and employers whose programs covered local 195 members. 
The commissions were computed separately, using the decremental 
scale, on each group and on separate coverages within each group. \ 





5! Washington National’s Installation Summary effective date, May 1, 1953, Amalgamated 
Meat Cutters Local 195, Hotel and Restaurant Division, Unit 3. | 
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Had the premium for all groups been combined for commission pur- 
poses, the result would have been to reduce substantially the amount 
of commissions paid. Even more important was the contingency 
commission arrangement previously described by which Dash & Love 
received 10 percent of the gross premium on each case where the ex- 
perience was sufficiently favorable to produce a dividend. This 10 
percent was deducted from whatever dividend became payable and 
returned to Dash & Love in addition to their regular commissions. 
The effect of the arrangement was to reduce any dividend earned by 
the various groups as a result of favorable claims experience by an 
amount equaling 10 percent of gross premium. If the dividend was 
insufficient to equal that amount, as it was in some instances, then : 
lesser percentage was paid to Dash & Love with no dividend Being 
paid to the group. The remainder of the dividend, if any, after the 
10 percent additional commission had been deducted, was then paid to 
the insured group. 

In 1954, following the first insurance year of units 1, 2, and 3 under 
Washington National, dividends were paid to one of the units and ad- 
ditional commissions were paid to Dash & Love under the contingency 
arrangement as follows : 85 


Dividend | Extra com- 
paid | mission paid 





None $183. 79 
297. 30 
D = 


Ф202. (1 772. 66 


The following data, compiled from questionnaires submitted by 
Washington National and from their files, re ‘flect the first-year experi- 
ence on 5 of the 8 policies, including the 5 union groups, The tabula 
tion includes the contingent commissions paid to Dash & Love. The 
percentages express the relation of the individual item to bille d prem 
jums: 


Contin- 
gent com-| Claims 
mission | 


| Commis | 
sions | 
| ia 


Policy Premium Fees 


Percent | Percent | Percent 
20 | 10 28. 5 
20 8.5 2N 
20 6.8 
20 27 


20 30 


| 


It can be seen that the return to the beneficiaries on each dollar of 
premium (in claims and dividends) in these cases was 31 cents, 22 
cents, 19 cents, 27 cents, and 30 cents, respectively, the remainder in 
each case being consumed by commissions, fees, and insurance com- 
pany retention. It cannot be said that the welfare of these bene- 
ficiaries was improved by the switch from Continental to Washing- 
ton National. The change appears to have been more advantageous 
to the broker through his ‘special arrangements with the latter carrier. 

Neither LoCasale, of local 195, nor 3 of the 5 employer policyhold- 
ers insured through Washington National knew of the extra commis- 


Washington National letter to Dash & Love, dated September 17, 1954. 
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sion arrangements between the broker and the carrier. They were 
likewise unaware of the broker’s regular commission arrangements or 
the amount of insurance company retention on their policies, They 
had never seen a statement of the experience on their policies despite 
the fact that Washington National annually transmits such statements 
to Dash & Love. An official of 1 of the 5 employer-policvholders 
who is comptroller of his firm said he had never heard of Dash & Love, 
that to his knowledge there was no broker presently involved on the 
case, and that all his company’s dealings were with Washington Na- 
tional’s local group insurance supervisor, a Mr. Edward Butcher. An 
official of another of these companies told staff members the local 195 
insurance program arose out of association bargaining and was pre- 
sented to his company as a “package” with Dash & Love as broker and 
Continental as the carrier. His first and only knowledge of the change 
in carriers came when Mr. Butcher called at his office to obtain per- 
sonnel information for Washington National’s records. This indi- 
vidual stated he had never seen either Dash or Love. A third em- 
ployer said he bargained independently with local 195 and that his 
Insurance program had been insured with Washington National at the 
“suggestion” of the union, with Dash & Love as the broker. He fur- 
ther stated that Dash & Love had occasionally called at his office to 
check specific claims information. 

Investigation determined that claims in all these cases are proc- 
essed and paid through Mr. Butcher’s office rather than through that 
of the broker. 


(2) Boot and Shoe Workers Union, Local 141 
= 


This union has insurance programs with some 35 individual em- 
ployers in the eastern Pennsylvania area which have been negotiated 
on a benefit basis with the employers agreeing to provide specified 
coverages set out in the bargaining agreement through insurance com- 
panies ‘of their own choice. About half of the 35 employers have in- 
sured their programs through various well-known commercial car- 
riers. Seventeen employers provide benefits through Washington Na- 
tional on policies issued to the union which also carry the names of 
the individual employing firms, allegedly for identification purposes 
only. Dash & Love is the broker on this program. "There is no wel- 
fare fund involved. Employers pay the insurance premiums direct 
to the carrier which then provides the benefits as established in col- 
lective bargaining. The plan is entirely financed by the employers. 

The Continental Casualty Co., from August 1, 1950, to December 31, 
1951, insured this same plan under a fr: anchise agreement, rather than 
а group-insurance policy. Again, due to inaccessibility of records 
pertaining to the case, this carrier has been unable to furnish data 
requested by the subcommittee; however, it has been established that 
Dash & Love was also the broker of record with Continental but all 
commissions were paid by the carrier to its general agent in Philadel- 
phia, S. Z. Goodstein. Commissions to Goodstein were 40 percent of 
first year premium and 35 percent of renewal premium. Adverse ex- 
perience, according to Continental, caused a reduction in renewal com- 
missions to 25 percent on August 1, 1951, to which the agent objected. 
Subsequently, negotiations were entered into looking toward reinstat- 
ing original commissions contingent on good future experience but 
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the case was terminated before any arrangements could be made.** 
J. Warren Dash informed staff members that his firm’s commissions 
as broker in this case were originally 1714 percent flat and that they 
were adjusted through subsequent negotiations to 2214 percent flat. 

(There is inserted below a self-explanatory letter received from 
S. Z. Goodstein & Co., general agents from the Continental Casualty 
Co., in Philadelphia, Pa. This letter was submitted in response 
to the staff’s request for information this agency’s file with respect 
to the Boot & Shoe Workers Union and the Meat C абаа and Butcher 
Workmen Union, Local 195, together with the background of these 
cases. While the information 1s sparse, it has some bearings on the 
statements made by J. Warren Dash, the broker.) 


CONTINENTAL CASUALTY (СО., 
S. Z. GoopsTEIN & Co., INC., 
GENERAL AGENTS, 
1413 Walnut Street, Philadelphia 2, Pa. 
Re Boot and Shoe Workers Union, Meat Cutters and Butchers Union. 
Mr. BLAKE TURNER, 
Staff Member, United States Senate. 
Committee on Labor and Public Welfare, 
Subcommittee on Welfare and Pension Funds, 
Washington, D. O. 
Dear Mr. Turner: This is in reply to your letter of December 8, 
1955, with reference to the above-captioned cases for the period of 
January 1, 1952, to January 1, 1953. 


BOOT AND SHOE WORKERS UNION 


1. The commission paid to Dash & Love as brokers, was 1714 per- 
cent of the premium collected. It would be extremely difficult, if not 
impossible to give an answer as to total moneys involved because our 
records for this per iod do not appear to be ‹ ‘comple te. 

2. The commissions paid on all coverages was the same. 

3. Commissions were not renegotiate d. 

4. Our agency received commission of 715 percent of the premium 
collected. My comment in item No. 1, as to the availability of a 
dollar-and-cents figure applies here as well. 

9. As brokers, Dash & Love: 

(a) Assisted in rate calculation. 

(6) Prepared proposals for the groups concerned, based on 
information and rates supplied by our office. 

(c) Aided in collecting delinquent premiums. Contacted the 
employers upon notification from our office that our efforts to 
** collection had not been successful. 


(d) Arranged installation and designed and instituted all 
necessary procedures for use of employers. 

(e) Aided in service and claims negotiations upon request. 

(f) Maintained regular contact w ith clients and our office to 
assist in efficient administrative func tioning. 

(7) No additional fees or commissions were paid for these 
services, 


* Letter from Continental Casualty Co. to subcommittee dated November 21, 1955. 
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AMALGAMATED MEAT CUTTERS AND BUTCHERS UNION 


The same information as supplied above. 

We have no information relative to the circumstances surrounding 
the original placements of these cases. We were merely requested by 
the brokers to supply rates for proposed coverage and were later in- 
formed that the cases were written. 

It is our recollection that the cases were terminated after notification 
of pending rate increase upon renewal was discussed. The brokers did 
not fee] that the employers would accept the rate increase. 

We have no figures showing the experience on these cases but using 
the figures supplie 'Ч in your letter, it appears that Continental was left 
with only eight-tenths of 1 percent. The figures whieh you quoted 
showed gross c 'ollections of $44,603, commissions and fees of $11,150.75, 
claims of $32,214.35. Hence against collections of $44,603, there were 
payments aggreg: iting $43,565.10 representing 97.2 percent of the pre- 
mium. From the remaining 2.8 percent, Continental paid 2 pe ~ 
Pennsylvania premium tax, leaving them with only eight-tenths of 1 
percent. Obviously, this explains the need for an increase in premium 
rate. 

We can find no listing of employees covered. 

In our original conversation, you had asked if any of the individual 
groups had remained on the books after the termination of the case 
per se. I have checked into the matter and find that none did. 

I hope this information is to your satisfaction. 

Very truly yours, 
S. Z. GoopsrEIN & Co., Ixc. 
Marvin №. Пемснтск, 
Secretary-T reasurer. 


Questionnaires of Washington National disclose that 12 of the pres- 
ent 17 employers they insure were issued policies effective January 1, 
1952, the day following that on which Continental ceased to be the 
earrier. The remaining 5 were added later, 2 in 1952, 2 in 1953, and 
| in 1954. The coverage, premium rates an d benefits differ in each 
of these 17 programs; however, all beneficiaries are members of the 
same union. 

Again, as in the local 195 instance, Washington National pays Dash 
& Love separate commissions on each of these 17 individual units and, 
according to questionnaires submitted by the company, also pays sep- 
arate commissions on each individual coverage within each of the 
employer units. The effect of this is illustr: ited in a letter from the 
insurance company to Dash & Love dated February 27, 1954, which 
contains the statement: 


Had we lumped together the premims paid on each case and 
graded the commissions accordingly, then commissions paid 
would have been greatly reduced during the first year. 


According to a tabulation of the carrier’s questionnaires on the 
policies issued in 1952 only, the first-year premium totaled $59,691.25 
and commissions reportedly paid were $11,506.11 (19.3 percent of 
premium). 

Mr. Knoblock testified in this connection that: 


At the time we took that group (Boot & Shoe Union) 
over for Dash & Love, they indicated that in order for us 
to be considered by them they would want us to pay commis- 
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sions separately on each particular shoe company. We 
agreed to it, and the only reason we agreed to it was the fact 
that we were advised that each of these shoe companies was 
in effect going to be written separately and in fact at differ- 
ent intervals. Now, I can’t tell you at what intervals they 
were written, but I should say the effect was that we could 
under the circumstances consider each one as a separate 
group, and for that reason we agreed in that instance to pay 
separate commissions on the coverage written for each of 


8 


these shoe companies." 
Mr. Knoblock pointed out elsewhere in his testimony that : 


* * * sometimes a particular broker or agent in control- 
ling a group is going to b€ the one who is going to designate 
which insurance company is going to get that risk, and the 
fact that a person does exercise such close control over a par- 
ticular group may warrant the payment of some amount in 
addition to the regular standard commission. 


Senator Allott asked whether the carrier had to pay the broker 
greater commissions, in other words, to obtain the business in some 
instances, Mr. Knoblock replied: *In the case of this Boot & Shoe 
Union that is what was done.” $° 

Dash & Love also have a contingent commission arrangement in 
effect with Washington National in this case similar to that of local 
195, under which they receive up to 10 percent of earned premiums 

as additional commission over and above the broker's regular com- 
mission if experience warrants it. 

According to Washington National's file, dividends were paid in 
the Boot & Shoe Union cases for each of the first three insurance years, 
from which extra commissions were deducted and paid to Dash & Love 
as follows 

Deducted | 


[^ | 
| and paid | a 
4 Total divi- и | Paid to pol- 
Policy year! iDash & Love} Кя 
Уу dend las extra com-| icyholder 
| 
| 


| mission | 


З ЗУН о а тањ цаа | $15, 649.37 | — $6,322.16 | $9, 327. 21 
Dec. 1, 1952-Dec. 1, 1953 | 8, = 83 | 6, 982. 30 | 1, 039. 53 
Dec. 1, 1953- Dec. 1, 1954 6, 202. 67 5, 000. 00 1, 202. 67 


18, 304 46 11, 589. 41 


1 Policy year according to Washington National's files. 


Thus, the broker received in extra commissions 61.2 percent of = 
sum which would otherwise have been payable to the polic; yholder a 
dividends had the arrangement not been in effect. Neither the union 
nor the employers involved in these programs knew of these commis- 

sion arrangements. Washington National offic ials informed staff 
members that they received “verbal assurances” from Dash & Love 
at the time this arrangement was originally made that the insured 


s Ibid., p. 1255. 
* Ibid., p. 1259. 
8 Idem. 
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groups were aware of and had approved it. In testifying before the 
subcommittee, Mr. Knoblock said : 


Ithink that, in accepting verbal assurances from both Dash 
& Love and Harry Epstein that the unions knew of the com- 
mission arrangement which we made, we were very probably 
being naive in | not getting something in writing. 


An even more unusual arrangement is that which Dash & Love 
had with the boot and shoe workers union through Michael Tesoro, 
eastern representative. J. Warren Dash testified that sometime after 
Washington National became the insurance carrier but prior to the 
end of the first policy year, Dash & Love agreed “at Tesoro’s request” 
to assume responsibility for all administration and servicing of the 
policy. Mr. Dash suggested that his firm receive half of any dividend 
which might develop in the case. Tesoro agreed to this. This, of 
course, was in addition to the broker’s regular and extra commissions 
paid direct from the carrier. Asked if he had informed Tesoro of 
his contingent commission arrangement, Mr. Dash testified he had not. 

Mr. Tesoro produced checks made payable to Dash & Love drawn on 
a special account which he maintains in his own name as eastern repre- 
sentative of the boot and shoe workers union. An examination of 
these reflected the following: 


| 





— | "т Dividend to 

Check dated | Amount union 
ЈОНИ КОВ чаевые кы PONE оваа. .| $4, 663. 60 | 9, 327. 21 
Е В аа Ань, аг ўе рор — 519. 76 тас 53 
March 15, 1955 ама —— А Сосо сава 601. 33 | 1 1, 202. 67 
ЖУМБАК ЫДА — ESLA IE ideni ee Oh а vi US 1L 569. › 41 


! For further explanation of this last “dividend,” see p. 250. 


The arrangement which Dash & Love had with Tesoro was not 
known to Washington National. Mr. Knoblock testified that— 


The Washington National Insurance Co. had absolutely no 
knowledge of that agreement between Dash & Love and who- 
ever the individual was. 


He added, 


* * * T think also that this 50 percent of the dividend cer- 
tainly is a lesson to us and shows that these things have got 
to be checked very carefully in the future before any con- 
tracts of this kind are entered into.” 


Thus an amazing situation existed in which a broker was able to get 
unusually favorable basic commission arrangements with the carrier, 
plus 50 percent of the remaining dividend ‘paid the union. 

There is no formal agreement between the individual employers 
and the union in this case as to the disposition of insurance dividends. 
It would seem logical that dividends would either be shared equally 
by the employers and the union or at least utilized in furtherance of the 
program by joint agreement. Actually, all dividends, less contingent 
commissions to the broker, were paid by Washington National directly 


* Hearings, pt. 3, p. IAM 
* Hearings, pt. 3, p. 1260. 





— — 
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tothe union. Correspondence in the carrier's files indicates that there 
was a deliberate attempt to hide from the employers the fact that 
dividends were paid. 

An exchange of correspondence between Edward Butcher, Washing- 
ton National's group supervisor in Philadelphia, and Mr. C. D. Smith, 
the company’s agency supervisor in Evanston, is pertinent. Mr. 
Smith sent Butcher a letter dated January 23, 1953, enclosing an ex- 
perience statement on this case for the first policy year. A portion 
of the letter stated : 


For your personal information, there is a total bonus (this 
company’s term for dividend return to policyholder) due of 
$15,649.37. However, in accordance with our agreement with 
Dash & Love, we are issuing a separate check ın the amount 
of $6,322.16 to Dash & Love for additional commission for 
their handling of the group. You will recall that Dash & Love 
receive 10 percent of the earned premiums as extra commis- 
sion, said 10 percent being deducted from the bonus payable.*? 
We have issued two separate checks, one for $9,327.21 payable 
to the Boot and Shoe Union, and the other, as abov e, pay- 
able to Dash & Love. * * * 


Mr. Butcher acknowledged receipt of the above with a memo- 
randum dated January 26, 1953, which stated : 


I delivered the two checks on the above group to Dash & 
Love, and they will see that the union receives their check 
by today or tomorrow. The money that the union receives is 
kept by the boot and shoe union in a special fund that they 


have set up. It is also important that no announcement of 


this dividend be made to any of the insured companies. * * * эз 

Mr. Butcher informed staff members that this warning to his home 
offices resulted from instructions to that effect which he had received 
from Dash & Love. 

Mr. Tesoro frankly admitted he had never advised the employers of 
the dividends paid, and that they had never asked about them. He 

said the dividend money (exc luding his 50-percent payments to Dash 
& Love) is used for union organization expense. At one time or 
another, five different business agents have been paid in varying 
amounts from this account. 

In its questionnaires, Washington National listed dividends as hav- 
ing been paid in many of these 17 separate employer units (each case 
or unit is treated separately for experience-rating purposes, divi- 
dends, commissions, etc.). Staff members interviewed individuals at 
two of these companies where the questionnaires indicated dividends 
had been paid. In neither case were the employers aware that divi- 
dends had been paid nor had they received them, of course. They 
did not know what the commission arrangements were on the case or 
that extra commissions were paid. They had no idea what the in- 
surance company retention was and had never seen an experience 
statement on their programs. It was further apparent that such 
questions had never occurred to them and that they were not too con- 


* Earned premiums for the year totaled $63,221.60. 
А. Memorandum from Edward J. Butcher to Washington National dated January 26, 
1953. 
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cerned about it. As one of these two employers put it, he “pays the 
premium and forgets about it.” He stated that as long as the rates 
are fair, the program adequate, claims handled satisfactorily and the 
union and his employees are happy, why question anything. He said 
he had never asked for an experience statement from Washington 
National. 

When employers abdicate their resonsibilities to this extent, it is not 
at all surprising that the broker, the union, and the insurance carrier 
can operate without restraint. 

In early 1955, following the third complete insurance year on this 
case, Mr. Smith wrote Mr. Butcher at Philadelphia advising that this 
case had developed a bonus of $6,202.67. He pointed out, however, 
that due to the 10-percent extra commission arrangement with the 
broker, this entire amount would be due Dash & Love. He asked 
whether it would be necessary to prepare a bonus statement breaking 
down the $6,202.67 percentagewise in accordance with premium re- 
ceived from the various companies. His letter continued: 


This is necessary where a return is being made to the com- 
panies; however, because Dash & Love will receive the entire 
amount it does not seem feasible to go through all the extra 
motion unless Dash & Love are going to return $6,202.67 to 
the group.” 


By letter dated March 2, 1955, Smith wrote Dash & Love as follows: 


Enclosed is the bonus statement on the above group [boot 
and shoe union] together with dividend checks as requested 
in your telephone conversation, 1 check to the boot and shoe 
union for $1,202.67 and 1 check to you for $5,000. 


It is particularly significant that the enclosed bonus statement showed 
a total bonus (dividend) payable of $6,202.67. Had the statement 
been delivered to the union it would have become aware of the con- 
tingency commission arrangement between Washington National and 
Dash & Love. Had it been delivered to the employing companies, 
they, too, would have discovered, of course, that dividends were being 
paid in this case. It hardly need be added that the statement was 
not. so delivered. Furthermore, of the $1,202.67 which the broker 
saw fit to let the union receive, he recovered $601.33, or half, under 
his arrangement with the union about which the carrier allegedly 
knew nothing. When questioned by staff members on this, Mr. Dash 
said the $1,202.67 given to the union was “probably a psychological 
procedure,” and added that, *We wouldn't have had to do it.” When 
asked why he did not obtain the same 50 percent agreement with the 
meatcutters union, Mr. Dash said, “It didn’t occur to us; we missed 
the boat.” Later, in testifying at the subcommittee’s hearings, he 
claimed he had made this remark facetiously and that there was a 
vast difference in the two situations. 

Mr. Dash told staff members his firm does not deliver Washington 
National’s bonus statements, that they feel no obligation to do so and 
that the groups have expressed no interest in them. (When asked 
whether he was surprised to learn that the company’s bonus state- 
ments were not being distributed to policyholders, Mr. Knoblock stated 


% Washington National letter to Edward J. Butcher dated February 23, 1955. 
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he had learned this about a month prior to the subcommittee’s hearings, 
at which time he was surprised. He said the letter transmitting the 
statement usually contains a request that it be delivered to the proper 
individual. Dash also readily admitted that these groups are not 
aware of either his basic or his contingency commission arrangements 
with Washington National. Under these circumstances, it is little 
wonder that such outrageous practices continue and flourish without 
detection. 

As a final indication of the favored position this broker enjoys 
with Washington National, reference is made to the following: Тће 
carrier insures a group known as the Delicatessen and Cafeteria 
Workers Union, local 232, at 920 Walnut Street, Philadelphia. This 

"ase was effective April 1, 1952. The carrier’s files reflect that effec- 
tive July 1, 1953, the casualty premiums on this group were increased 
by 11 percent. This increase was not due to loss ratios (poor claims 
experience) nor was it to be retained by the company. The entire 
increase, less taxes, was to be returned to Dash & Love as a service 
fee. This raised the basic monthly premium from $4.47 to $4.96.*5 
Unfortunately, lack of time prevented the staff from determining 
what representations were made to this group as to the cause of the 
increase; however, Mr. Dash, then questioned about it, insisted the 
‘aise was due to adverse experience, a contention that is not borne 
out by the facts. 

The extra commissions to Dash & Love, which in the carrier’s 
records are often referred to as “administrative fees,” were justified 
by Washington National officials and the broker on the basis of extra 
servicing which Dash & Love perform on all their cases. Investi- 
gation disclosed that all claims in Dash & Love's cases are processed 
and paid through Washington National’s Philadelphia group office 
by Mr. Butcher, a salaried employee of the carrier. It was further 
developed in contacts with officials of both the employing concerns 
and unions involved that Dash & Love seemingly do very little, if 
anything, i in the way of extra servicing which would entitle them to 
extra commission. For example, Tesoro stated he used the broker 
chiefly to intercede with Washington National when he could not get 

satisfaction from Butcher on claims, but that he deals m: ünly with 
Jutcher on insurance matters. He said he sometimes consulted the 
broker often, sometimes not at all for long stretches, and that he 
had not used them at all in the past 6 months. LoCasale told staff 
members that Dash & Love *sells the insurance—period." Later at 
the hearings he amended this, saying: 


When I received this summons to appear, I wanted to 
make sure I had all the facts straight. 1 checked with the 
girl who handles health and welfare and I asked, “What 
procedure do you go through when there is a claim that comes 
to the office from one of ‘the members”? She said, “Well, 
we contact Dash & Love and get the claim forms and we get 
the forms filled out by the individual member and then for- 
ward those to the Washington National for processing." 96 


95 Office memorandum dated October 27, 1953 from C. D. Smith to Grace Michaels re 
Delicatessen and Cafeteria Workers Union, Local 232. 
*" Hearings, pt. 3, p. 1263. 
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Не affirmed that Butcher handled the claims processing. As pointed 
out previously, the employers with but one exception stated that they 
had seen no evidence that Dash & Love performed any service what- 
soever in connection with these cases. The one excepted employer re- 
ported that the broker occasionally calls at his company to obtain 
specific claims information. Mrs. Ruth Katz, office secretary in 
Washington Nationals Philadelphia group office who processes claims 
in all the cases of this company in that area, stated that, to her knowl- 
edge, Dash & Love perform no field work, administration or any 
other service in connection with any of their cases. She advised that 
this office does all the administrative and claims work, including bill- 
ing and collection of premium, postings, and maintenance of all ad- 
ministrative records necessary to the servicing of these cases. 

Mr. Butcher, despite his capacity as Washington National's top 
supervisory official in the Philadelphia area, said he was not aware 
that Dash & Love had not distributed the carrier’s bonus statements to 
;olicyholders although he knew that his company intended that they 
h delivered. He was likewise unaware, he said, of the broker's ar- 
rangement with Tesoro, whereby Dash & Love recovered half the divi- 
dends paid to the boot and shoe union. 


(B) NEWARK INVESTIGATION 


At Washington National's home office in Evanston, Ill., staff mem- 
bers reviewed some 15 files dealing with group-insurance policies 
issued by this company to various companies and union groups in the 
Newark, N. J. area, in all of which Harry D. Epstein. 29 Elizabeth 
Avenue, Newark, N. J., is the broker. Epstein was, until 1951, as- 
sociated in a partnership with Louis B. Saperstein in an insurance 
brokerage firm known as the Harlew Agency, Inc., Newark. Saper- 
stein is fully identified elsewhere in this report. Washington Na- 
tional has also insured several groups in the Newark area on which 
Harlew Agency, Inc., was broker of record. 

Epstein has an arrangement with Washington National similar to 
that of Dash & Love, whereby he receives extra commissions amount- 
ing to 10 percent of earned premiums over and above regular commis- 
sions, deducted from dividends otherwise payable to the insured 
groups. His regular commission payments are based on Washington 
National's standard decremental scale except that in renewal years 
on all his cases he receives a flat 5 percent instead of the usual graded 
5 percent, a departure from the carrier’s standard contract. Epstein 
actually does process and pay claims, and, according to his statement, 
handles all other administrative functions in his cases despite the fact 
that Washington National also maintains a group office in Newark 
similar to the one in Philadelphia. 

In each Epstein case reviewed by the staff at Washington National’s 
home office, files reflected payment of an “administrative fee” amount- 
ing to 5 percent of earned premium to individuals identified as union 
officials. This administrative fee is provided by “loading” the in- 
surance premium, i. e., the actual cost of insurance is increased by 5 
percent in order to produce the fee. Washington National officials 
stated these administrators perform actual service such as contacting 
union members to sign up new applicants for insurance, to explain 
the insurance program, to assist in filling out claim forms, and to police 
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delinquent employer contributors. 'They further stated that these 
fees are paid to individuals designated by Epstein. Mr. Smith testi- 
fied on November 30, 1955, that the carrier had discontinued the prac- 

tice of loading the premium for administration fee purposes. Wash- 
ington National officials earlier informed staff members in Evanston 
that they now require a letter of authorization from trustees or other 

responsible officials of a welfare fund or insurance plan before the 
carrier will pay administration fees to anyone. 

Mr. Epstein was interviewed by staff members on November 3, 1955, 
at his office. He was informed that hearings were contemplated by 
the subcommittee later that month, at which time this matter would 
probably be reviewed. Mr. Epstein was served with a subpena on 
November 30, 1955 (after several earlier unsuccessful efforts by repre- 
sentatives of the United States marshal’s office), ordering him to 
appear before the subcommittee; however, a telegram was received 
from him in which he stated he was in ill health and, in his physician’s 
opinion, such an appearance would definitely endanger and be detri- 
mental to his health. 

In the November 3, 1955, interview with staff members, Epstein ex- 
plained in detail the service he performs in ail his cases in return for 
the special commission arrangements he has with Washington Na- 
tional. He stated that he maintains complete administrative records 
on all his cases to such an extent that he can handle any insurance 
problems which arise within his groups without reference to the com- 
pany’s home offices. His administrative functions include finding, 
selling, installing, premium billing and collection, claims processing 
and paying, auditing in some instances, and contacts with unions and 
trustees of plans with which he is connected as broker. 

Since this description appeared to leave very little, if anything, for 
union administrators to do in return for 5 percent of premium in 

all his cases, Epstein was asked what function they perform. He 
stated they perform important functions by visiting employee bene- 
ficiaries in plants where the insurance program is in effect, explain- 
ing the insurance plan, answering inquiries, policing delinquent em- 
ployer contributors and enrolling new applic ants in these plans. Ер- 
stein admitted that, generally speaking, these “administrators” were 
union officials through whom he originally obtained the business, 
either by introduction or recommendation. He denied, however, that 
the fees paid to them in any sense represented a return of favor. 

Like Dash & Love, Epstein does not make a practice of distributing 
the annual bonus statement which Washington National send him for 
delivery to the policyholder, though he conceded that it was the in- 
tent of the carrier that they be delivered. He said his insured groups 
had expressed no interest in these experience statements. Epstein 
also admitted that only one of his insured groups was aware that he 
had supplementary commission arrangements on his cases with Wash- 
ington National. This group is the United Bakery, Confectionery, 
Cannery, Packing and Food Service Workers Union, Local 262, New- 
ark, headed by Anthony Auriema and George Braverman, president 
and general organizer, respectively. This union, Epstein said, knew 
of his extra compensation but was not aware of how it was paid or 
the fact it was deducted from dividends. 

Over a 4- -уеаг period, more than $18,000 was paid to 10 *adminis- 
trators" in union insurance or welfare fund cases involving Epstein 
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as broker and Washington National as carrier. Some of these cases 
are small and the amount of the fee proportionately small; however, 
the practice is open to serious question. This is apparently realized 
by Washington National officials who have discontinued such payments 
unless all interested parties are fully aware of the circumstances and 
have authorized them. 

'Two cases on which Harry Epstein is the broker and Washington 
National the insurer are cited to illustrate the effect of this practice 
on broker’s earnings and policy costs. 

(1) United Bakery, Confectionery, Cannery, Packing, and Food 
Service Workers Union of New Jersey, L ocal 262, CIO 

This policy was originally written on June 15, 1951, by Washing- 
ton National and provides life and casualty coverages for 810 mem- 
bers. 'The carrier's files show this to be a noncontributory program 
with the entire insurance premium except for an employee contribu- 
tion of three-fourths of 1 percent of earnings toward State temporary 
disability benefits paid from the welfare fund built up from employer 
contributions. Although Washington National did not enter into 
a specifie return (dividend) agreement at the time the case was writ- 
ten, its file on this case contained the notation, “Our retention should 
be about 10 percent.” 


Commissions payable to Epstein were to 
be 20 percent graded first year and 5 percent flat on renewal years 
plus the contingent commission of 5 percent (raised to 10 percent 


April 1953). 


This case Was ——— insured through the Conti ntal Assur- 
ance C ompany of icago from August 15, 1941, t рана 14. 1951, 


at which time it was диа, The. Si Rida 4 & Co.. a general 


agency of Continental, was general agent and Louis Some, 11 Beave 
Street, Newark. N. J.. was the broker. A questionnaire from Con- 
tinental disclosed commissions and service fees amounting to 8.8 
percent of premium in 1948 and 13.4 percent in 1949, the only 2 
vears reported. Premium volume in those same respective years 
wi is $21.267 and 830.711. Гћеге were no dividends paid by Conti 
nental. | 
Washington National paid an administration fee of 5 pei t of 
earned pren uum in this ease to Anthony Анк na and Georg Bravei 
man, officials of local 262, mentioned previously, who were designated 
as coadministrators of this plan. Through August 1, 1955, Wash- 
RUMOR National pu a total of $10,506.92 in administration fe 
Until May 1951. month ly pay ments went by check direct to the wel- 
fare fund itself. Several of the returned checks paid to Aurema and 


Braverman reflect their personal endorsements, and both Aurema and 
Braverman informed stafi members these checks were not deposited 
by them into the welfare fund. The checks issued to the welfare fund 
after May 1954 bear the stamped endorsement of the fund. It was 
determined th at Aurema is a trustee of this fund and receives a salary 
of $60 a month plus $15 a month for expenses. Prior to the spring 
of 1954, both Aurema and Braverman were on the fund payroll. In 
June 1954, Braverman went off the welfare fund payroll to devote 
full time to organizing. During this entire period, both these officials 
were receiving regular salaries as union officers. Aurema said it was 


ot Washington National’s Installation Summary, effective June 15, 1951. 
%5 Questionnaire from Continental Casualty Co. re this group received in 1954. 
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upon the advice of the trustees of the fund that administrative fees 
from the insurance company were deposited to the fund beginning in 
May 1954. Of the total of $10,306.92 paid by W ashington National 
for а administration in this case, only approximately $3,800 
(37 percent) reached the fund itself. The remaining 63 percent went 
to 2 union officials who were already receiving salaries not only from 
the union but from the welfare fund itself. When asked how he man- 
aged to negotiate his administrative fee arrangement with Washing- 
ton National, Aurema said it was his understanding that this carrier 
“customarily” paid such a fee and he felt “perhaps” he had suggested 
to Epstein that he and Braverman should be compensated for their 
services. Aurema originally learned of Washington National, he 
said, through one Joseph Biancardi, an offic = “ “local 50, Novelty, 
Metal and Allied Workers Union, Newark, N. J., who introduced 
Aurema and Braverman to Epstein. Bianc ardi, incidentally, was 
receiving an administration fee on another union group case amount- 
ing to 5 percent of premium, plus 215 percent additional based on 
favorable claims experience.” 

Neither Aurema nor Braverman could recall any dividend having 
been paid by Washington National while it was unde rwriting this risk. 
Aurema was not aware of Epstein’s specific commission arrangements, 
he said, although he knew the broker received a regular commission 
and a contingent fee from the carrier on this case. 

The original questionnaire submitted by Washington National on 
this case re potens d that a dividend of $1,502. 50 had been paid the policy- 
holder in 1953; however, the carrier's files on this case, when reviewed 
by subcommittee staff members, disclosed that no dividend has ever 


been paid. The $1,302.59 actually represents 2 contingent commis- 
sion payments to Epstein in 1951 and 1952 of $561.56 and $738.23. 
Table 10 is based on corrected data submitted by the carrier in a new 
questionnaire concerning this case which shows the 4 years of expe- 
rience. 


TABLE 10.—Summary of insurance experience, United Bakery, etc., Union Local 
262—Washington National, 1951-54 


:«. | Adminis- | | 
* 'oómmis- n ice › | rj. 
Policy year | = Commis: | tration — Paid | Divi 
е | m sions foe fees! claims | dends 


1951 + x $43, 105. 01:3 $7, 15 1| $2,099. 90! $1,077. 63/530, 098. 20 None 1513, 006 
Percent y Р 16 5 1.8 2.5 68 8 30 
1952 : 1$49, 619. 261 $3, 095 15| $2, 373. 36 $512. 521$39, 436. 62 None |$10 182 
Percent 6 6.2 4.7 1.0 79. 4 20. 5 
1953 4 $53, 949. 88| $2. 562 62) $2, 619 61 $471. 38 $37, 327. 34 None 1$16, 622 5 
Percent E 4.8 ~ 69. 1 20 
1954 $59. 899. 95! $2. 845. 25! $2. 852. 40 $409. 50 $38. 860. 98 опе (21,038 971$ 
Percent ES 4. 7 4.7 .6 64. 8 35 


Total $206,574 10 $15, 654.63) $9, 945. 27| $2, 471. 03 $145,723. M me ($60, 850. 96/$32, 7 
Total percent 100. 0 5 4.8 1.1 70. 5 29 


! Overwriting commissions to general agent of carrier 
? Includes insurance company reserve of $9,911.69 which represents 30.2 percent of total net retention and 
4.7 7 percent of t tal premium. 
3 Includes extra or contingent commissions totaling $1,302.59 in first 2 years. 


It can be seen that the beneficiaries of this welfare fund received 
a return on their insurance dollar of 71 cents over this 4-year period. 


* Local 50, Metal and Allied Workers Union, International Jewelry Workers, 478 Broad 
Street, Newark, N. J., Epstein was the broker. 
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Of the 29 cents of every dollar retained by the insurance company, 
13.5 cents was consumed in commissions, service fees, and adminis- 
tration fees. From the remaining 15.5 cents of each premium dollar 
the insurance carrier paid its expenses, taxes, created contingency 
reserves, and took its profit. It is apparent that this case was suffer- 
ing from an unnecessary burden of administration fees paid to the 
two union officials, particularly since Epstein, as broker, allegedly 
handled all the administrative work involved in his cases and received 
additional commissions in compensation therefor. 

Washington National’s files reflect that the company advised Epstein 
in November 1952, that this case had developed a “deficit bonus” of 
$518.21 in the first insurance year. The company told Epstein, how- 
ever, that it wanted to see if a bonus (dividend) couldn't be paid 
anyway, regardless of how small. On December 18, 1952, C. D. Smith, 
of the company, wrote the following letter to Epstein: 


* * * As I mentioned to you by telephone, in view of the 
fact that this group is self-administered, it is possible that 
we allow a 2-percent self-administration fee payable pre- 
sumably to your office. The combined premium for casualty 
and life insurance for this period (June 15, 1951, to June 15, 
1952) is $43,279.17. Two percent of this amount is $865.58. 
By deducting the $518.21 deficit from the 2-percent adminis- 
tration fee, there is a credit due in the amount of $347.37. 
I am writing to you to ask whether we should issue this check 
payable to the United Bakery Union or if the check should be 
made payable to you. Will you please let us hear from you 
concerning this matter at your earliest convenience? * * * 


Epstein soon replied that Smith’s assumption was correct and he 
would appreciate receipt of the administration fee in his office.’ 
Further, Epstein expressed keen disappointment in the smal] amount 
in view of his “labors and expenses” in connection with this case. 
Following this, there was a lengthy period of negotiation between the 
broker and Washington National in which Epstein, incidentally, ascer- 
tained that the carrier had erroneously charged several claims against 
this group.’ The file reflects that Epstein had already been paid flat 
commissions of 5 percent which totaled, for the year, $2,157.66. “Had 
we paid our regular graded commissions on the renewal business, 
the commission would have amounted to $742.30, a difference of 
$1,415.36 * * 54 

Nevertheless, Washington National paid Epstein $564.56 in May 
1953 and $738.23 later in the same month, a total of $1,302.59 in extra 
commission. 'This is exactly the amount reported by the carrier in 
its original questionnaire to this subcommittee as having been paid 
to the policyholder as a dividend. It is noteworthy that the carrier 
mailed Epstein a bonus statement in May 1953 which showed a divi- 
dend payable of $564.36. Since this money went to the broker instead 
of the policyholder, it becomes fairly obvious why Epstein did not 
make a practice of distributing these statements to his insured groups. 


1 Washington National letter to Epstein dated November 22, 1952. 

? Epstein letter to Washington National dated December 22, 1952. 

* Epstein letters to Washington National dated January 12, 1953, April 9, 1953. 
* Intracompany correspondence, May 19, 1953. 
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(2) The Torsion Balance Co., Clifton, N. J. 

This can be classified as a so-called “unilateral” insurance program 
in that there is no welfare fund involved as such. The employer is 
the policyholder, and performs some of the administrative functions 
with respect to the insurance plan. 

In 1948, this company entered into an agreement with the union 
which represents its employees, the Playthings, Jewelry, and Novelty 
Workers International Union, € J10, Local 306, to provide hospitali- 

zation for employees through Blue Cross of New York. (This union 
is now known as Amalgamated, Local 306, Retail, Wholesale, and 
Department Store Union.) On December 18, 1950, Torsion Balance 
agreed to provide specified life insurance, casualty and temporary 
disability benefits to the employees through a private carrier. De- 
pendents could be included at the employee's expense. Company 
officials informed staff members that the accident and sickness and 
hospitalization portions of the program were insured through the 
State Mutual Life Assurance Co., Worcester, Mass. This оролу 
was represented by a broker n: med Monroe Fl: aster, of Newark, N. J., 
who was introduced to company officials by Mr. Dominic Tripode, an 
international representative of the Retail Wholesale, and Department 
Store Union, with whom Torsion Balance conducts its collective- 
bargaining negotiations. In addition, the company took out a group 
policy with the Security Mutual Life Insurance Co., Binghamton, 
N. Y., to provide $1,000 of life insurance to each employe e. 

On November 6, 1952, а new agreement was signed which stipulated 
that the company would provide a fund equivalent to $0.0375 per hour 
per employee or $6.49 a month, the proceeds of which would be used 
to secure group life and hospitalization insurance with any cost in 
excess thereof to be paid by the union. The company was also to pro- 
vide temporary disability benefits as required under New Jersey law. 
Arrangements were thus changed from specified benefits to a cents- per- 
hour contribution by the company. There was, however, no provision 
for a jointly managed welfare fund. 

At the request of local 306, the insurance carriers in this program 
were changed from State Mutual and Security Mutual to Washington 
National in March 1953. This request was made in early 1953 by Mr. 
Tripode and five of the local’s stewards. At the request of Mr. Harold 
F. Stephenson, assistant treasurer of the company, these stewards 
signed a letter drafted by Torsion officials formally requesting the com- 
pany to make this change. Company officials informed staff members 
that the present broker on this case, Harry D. Epstein, was introduced 
to them by Mr. Tripode. Stephenson testified at subcommittee hear- 
ings that the union officials objected to signing the letter but that “I 
insisted upon it so that, if the benefits and the payments were not 
as good as what we were getting, we, as employers, would be 
covered." * This letter, of January 27, 1952, stipulated that there was 
to be no increase in aggregate cost to the Torsion Balance Co., as a 
result of the change in carriers. It further stated that the union had 
met on January 26, 1953, and voted to make this request of the 
company. 

Torsion Balance also received a letter dated January 27, 1953, from 
Harry Epstein addressed to Stephenson i in which Epstein, “C onfirm- 
ing our conversation of today,” listed the benefits which would be 


* Hearings, pt. 3, p. 1282. 
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made available to the employees under Washington National's cover- 
age. With two minor exceptions, the casualty benefits were the same 
as those furnished under the previous carriers; instead of the whole 
life group insurance policy, employees would now get $1,000 group 
term insurance and dependent coverage would also “be added to the 
package. Epstein wrote that the cost of this coverage would be 
$6.45 per employee per month and would not exceed $6.49, coinciding 
with the exact amount provided in the November 6, 1952, contract for 
insurance, 

As in all Epstein’s cases, this one carried the extra 10-percent 
commission arrangement. Torsion Balance officials said they were 
not aware of Epstein's commission arrangement or the fact that extra 
commissions were deducted from dividends in this case. Washing- 
ton National files further reflected that a 5-percent administrative 
fee was paid in this case, initially to one James Grafagnino and, 
subsequently, to Dominic Tripode. Torsion Balance oflicials had 
never heard of Grafagnino. He was not employed at the company 
and, to their knowledge, of course, performed no administrative func- 
tion in connection with their group insurance plan. So far as they 
knew, Tripode likewise performed no administrative service but 
simply handled negotiations for local 306. They did not know that 
the 5-percent fee was being paid. They did not know what the insur- 
ance company retention was on their case and had never received an 
experience or bonus statement although Tripode, on several occa- 
sions, had been requested to furnish them one. Tripode assured them 
that the program was proceeding satisfactorily. They said it did 
not occur to them to ask Epstein for such a statement. 

Washington National’s files disclosed that a first-year dividend of 
1,241.51 was earned by this group. After deducting Epstein’s 10 
percent of earned premiums for additional commissions, or $694.05, 
the balance of $547.48 was paid to the company as policyholder. In 
the second policy year, a dividend of $2,409.32 was earned, of which 
Epstein received $602.78 as extra commission with the Torsion Bal- 
ance Co, receiving the remaining $1,795.44.7 

James Grafagnino was identified as a son-in-law of Dominic Tri- 
pode and a former official of the International Jewelry Workers Union 
with which local 306 is affiliated. 

Torsion Balance Co. officials told staff members that even though 
their company is the policyholder in this case they feel no obligation 
other than to pay the fixed monthly insurance premiums as specified 
in their agreement with the union. They consider this to be a pro- 
gram which is negotiated and superv ised by the union. They regard 
the insurance premium of $.0375 per hour as a fringe benefit other- 
wise payable as wages and therefore belonging to the employees. It 
should be mentioned that the company is holding in escrow the 
dividends received from Washington National pending a У ision as 
to their disposition. They feel this money technically belongs to 
the employees. Company officials expressed complete satisfaction 
with the insurance program and, in fact, were amazed that Washing- 
ton National could return dividends to them. According to the 
carrier’s bonus statements in this case, the 2-year premium totaled 





¢ Washington National letter to Epstein dated April 14, 1954. 
" Washington National letter to Epstein dated May 12, 1954. 
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$12,788, of which claims consumed only 26.2 percent. Dividends 
amounted to 17.8 percent of premiums making a total return to 
beneficiaries on the insurance premium dollar of 44.5 cents. The 
remaining 55.5 cents of every dollar was retained by the insurance com- 
pany out “of which it paid almost 30 cents in basic commissions, extra 
commissions, overwriting commissions, and administration fees. 
From the remaining 25 cents, the insurance company paid taxes, ex- 
penses, established necessary reserves, and took its profit. 

At 55.5 percent gross retention is not necessarily excessive in so 
small a case, particularly since the program includes $1,000 group 
term life insurance. Two death claims, for example, would require 
the insurance carrier to pay out more than it collected in life insur- 
ance premium in either of the first 2 years. It is necessary, then, 
for the carrier to create and build reserves to offset such a possibility. 
In this particular case there have been no death claims to date. The 
casualty coverage experience has also been favorable with only 31.4 
percent of casualty premium being consumed in claims. According 
to the carrier's bonus statement for this case, in the first 2 policy 
years, its expenses, taxes, and contingency reserves amounted to 
$T. 086. 05, ог 55.4 percent of the total 9- -year premium of $12,788.10. 

It is unfortunate that even small cases with highly favorable expe- 
rience are subject to unnecessary expense resulting from sub rosa 
arrangements between insurance carriers and brokers. True, the em- 
ployees of Torsion Balance received the benefits guaranteed them in 
the contract, and the company as policyholder receive some dividends. 
Nevertheless, sizable portions of the premiums were made away with 
without the knowledge or authorization of either the insured or the 
beneficiaries and paid to the broker. The situation is even worse in 
that the broker completely and deliberately concealed such arrange- 
ments from the employer policyholder and the beneficiaries. The 
insurance company, in accepting verbal assurances from the broker, 
took no steps to verify that the arrangements had actually been 
approved by the policyholder. 

Epstein told staff members that Dominic Tripode is receiving ad- 
ministration fees on nine insurance plans negotiated by the union of 
which he is the international representative. In four of these, includ- 
ing Torsion Balance Co., the employer is the policyholder. Three of 
these employers, contac ted by staff members, said Tripode performs no 
administrative functions to their knowledge in the programs. Fur- 
thermore, two officials of the Retail, Wholesale, and De partment Store 
Union, Local 301, who assist Tripode in his organizing duties, said 
neither they nor Tripode performs administrative services in the 
insurance programs they negotiate. Tripode testified at the subcom- 
mittee’s hearings that neither the president of his international 
union nor the members of his union knew he was receiving an admin- 
istration fee in these cases though he agreed that they are entitled to 
know it. Tripode said he had originally worked out the arrangement 
with Epstein. 


. FOLLOWUP ACTION BY WASHINGTON NATIONAL INSURANCE CO. 


Washington National wished the subcommittee to take cognizance 
of the fact that since the hearings it has taken certain “corrective 
measures” which Mr. Knoblock outlined in his letter of March 5, 1956: 

(a) The additional 10-percent commission to brokers Harry D. 
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Epstein and the firm of Dash & Love, based on claims experience, has 
been discontinued entirely. 

(6) In place of the 10 percent, the company has agreed to pay 
these two brokers administration fees of 215 and 3 percent which fees 
have no connection whatsoever with the claims experience of their 
groups. 

(c) Future bonus statements to policyholders will reflect any ad- 
ministration fee paid, together with the amount and identity of the 
individual to whom paid. Formal notification of such arrangements 
is now being furnished directly to the policyholders with the latters' 
signed acknowledgment thereof being retained with the master 
policies at the company's home office. 

(d) The administration fees formerly paid to various union mem- 
bers on New Jersey group cases (Epstein groups) have been completely 
discontinued. 

(e) Policyholders are now being notified directly that bonus state- 
ments have been prepared and forwarded to agents, brokers, or field 
representatives for delivery and will be distributed to policyholders 
within a relatively short time. 


D. EASTERN CASUALTY CO. 


Examination of questionnaires submitted by this company reflected 
abnormally high commissions, fees and insurance company retention 
in most of its policies. These were issued to unions or welfare-fund 
trustees. High commissions and fees were found present in all groups 
regardless of the premium volume. Nearly all policies were written 
through two brokers who, according to the data reported, were paid 
flat commissions of 12.5 to 15 percent in both the first and renewal 
years, plus service fees ranging from 2.5 to 7.5 percent per year. 

However, the New York State Department of Insurance had con- 
ducted investigations into certain phases of this company’s operations, 
particularly with respect to two brokers: Cardinal Agenc y, Inc., and 
Alcor Agency, Inc., both of New York City. The department’ s pub- 
lication, Whose W elf: are, refer to portions of this investigation and 
officials of the department informed the subcommittee that additional 
material bearing on Eastern Casualty would be brought out in future 
reports and he arings. For this reason, the subcommittee conducted no 
extensive inquiry into this matter; however, staff members did confer 
with officers of the Eastern Casu: ilty Co. in November 1955, and briefly 
reviewed a number of the company's files pertaining to welfare-fund 
programs. 

David Schultz, vice president of Eastern Casualty, testified before 
the subcommittee during its November 30, 1955, hearing at which time 
the general background, activities, and practices of this company were 
reviewed. Following is a summary of his testimony. 


1. VOLUME OF PREMIUMS 


The Eastern Casualty Co. was organized in 1949 by Samuel Kosman, 
presently an officer of the Union Casualty & Life Insurance Co., Mount 
Vernon, N. Y. Eastern Casualty began operations in 1950 with the 
majority of its business consisting of group cases involving union- 
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welfare plans. In 1954, this business reached a total premium of 
— $1 million. 
astern Casualty, as a new company, lacked facilities and personnel 
to administer its risks and its general poliey was to have the broker 
perform this work for a service fee in addition to his regular com- 
mission. 
2. BROKERS AND COMMISSIONS 


The bulk of Eastern Casualty's business emanated from the two 
brokers: Cardinal Agency, Inc., and Alcor Agency, Inc.; it paid a 
flat 15-percent commisison to Cardinal on first-year and renewal-year 
premiums in all cases. The service fee to this broker varied over the 
years from 7.5 percent originally to 3 percent beginning in 1953. 
Thus, the combined commissions and service fees to this broker on all 
cases ranged from 18 percent to 22.5 percent. Schultz stated that the 
service fees were paid only as long as the agency continued to perform 
services on the case. “In many cases, the allowances were withdrawn 
and in some cases the services stopped. There was no agreement that 
they were to be continuous and flat in the sense that the commissions 
were." 5 

Eastern Casualty paid a 12.5-percent flat commission to the Alcor 
Agency, Inc., which applied in the first policy year and each renewal 
year. In addition, this broker received 2.5 percent plus another 9.5 
percent for servicing and administration, or a total of 17.5 percent in 
commissions and fees. 

Mr. Schultz testified that in return for their service fees these 
brokers handled almost all the administrative details of their cases, 
including claims processing and premium billing. The commissions, 
he said, were p: aid “for bringing the business to the company. 

Chairman Douglas asked Mr. Schultz whether he did not think 
these commissions were rather high, particularly since they were not 
based on decremental scales but were paid at flat rates not only in the 
initial year but in succeeding years. Mr. Schultz replied that the 
commission scales were established before the business was produced, 
rather than on an “each case basis,” and that his company could not 
anticipate the premium volume for each particular case. In effect 
Eastern Casualty agreed to pay these commissions year after year on 
all the business which these two brokers produced. 

Schultz said when these commission scales were established for the 
Cardinal and Alcor agencies, his company had no other business from 
other sources. Eastern’s entire commission schedule was changed in 
1953 with respect to other agents, but the original arrangement with 
these two agencies was left unchanged. At present, these brokers 
account for only about 15 to 20 percent of Eastern's total business 
because the business written by them has decreased. 

Mr. Schultz said that from his experience, an overall study of group 
insurance since 1950 would probably disclose that much higher com- 
missions were paid than an individual company's scale might indicate. 
He attributed this to frequent changes in insurance carriers after the 
first year, which meant that the lower renewal year commissions had 
no chance to obtain. 


* Hearings, pt. 3, p. 1180. 
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3. LOSS OF BUSINESS 


Schultz said Eastern has lost almost half a million dollars of — 
ness in terms of annual group casualty insurance premiums in 195: 
“Most of this business of its own nature, so to speak, has gone away 
from us.” He did not attribute this loss to switching of this business 
by brokers to companies paying higher commission rates. “On almost 
all of this business we lose it by our own actions, either directly by can- 
cellations, indirectly by requesting a premium increase, which in the 
market as it is today is tantamount to losing the group, or by indicat- 
ing to the group in certain situations that we were not particularly 
interested in renewing."* Ie added that this type of business was 
not sufficiently profitable for his company and, as a result, it has been 
sidetracked complete ‘ly in the interest of other types of insurance. 

Eastern Casualty recognizes favorable experience by reducing the 
premium in the ensuing renewal year, Schultz said, or by m: Мапе сазћ 
returns on the previous policy year premiums. The company’s prac- 

tice has varied from year to year in this respect. Schultz testified 
that the majority of Eastern's group policyholders have not received 
cash returns and that *some of them for experience purposes did noi 
warrant any credit. The losses developed for support of a credit, and 
for certain of the groups in lieu of a cash return we reduced the pre- 
mium rate in the next year." 1° 


t, HIGH RETENTIONS 


The chief counsel discussed with Schultz the insurance experience of 
a case involving the Restaurant, Luncheonette and Soft Drink Em- 
ployees Union, Local 1115, 323 Fourth Avenue, New York C ity. Ac- 
cording to Eastern’s questionnaire, this policy was issued in March 
1952 with the Cardinal Age ney as broker. Referring to the data fur- 
nished by the insurance company, it was pointed out that in the first 
policy year of this case, premiums totaled $28,638; commissions 
amounted to $4,296, or 15 percent; fees to $2,148, or 7.5 percent; and 
claims totaled $11,966, or 41.8 percent of premium. This produced a 
gross insurance retention of 58.2 percent of premium, 22.5 percent of 
which represented commissions and fees. There was no refund or 
dividend paid. 

Mr. Schultz explained that the figures reported by his company in 
all its questionnaires had been on a c ash basis and, therefore, would not 
necessarily reflect all incurred claims, particularly in the first policy 
year. He stated that “in the company’s retention which you have 
developed from [these figures] are the reserves chargeable to the 
experience on this group, which is just as real as claims payments 
except that they are paid out in a future policy year. So that is in 
no sense retention by the company. That is to the credit of the policy- 
holder.” © He also testified that in this case a substantial rate decrease 
was allowed in the second policy year in lieu of a cash return. 


® Tbid., p. 1184. 
10 Ibid., p. 1185. 
11 [bid., p. 1187. 
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The experience on this case in 1953 and 1954, as obtained from the 
company’s files and verified by Schultz, reflect the following data: 


1954 


| Percent | Amount | Percent 


АДАА За 1 $29, 497. 51 | 100. 0 | $30. 092. 24 | 

DEMENS D Аа ER 4. 424. 63 | 15.0 | 4, 513. 81 

КАЮ АЛЛАА 255557255» $ N | 9, 212. 31 | 7.5 | 1, 577. 47 

| 44 .773 ,16 | 4. | 72 .983 ,13 وا ی ی و ی ی و LONE а.‏ 

Dividends....... и лак а web 0 E - 0 

Gross retention | — 15,513.79 | 52.6 13, 318. 80 
| 





(This case was terminated on March 31, 1955, according 
company's files.) 

Thus, it can be seen that in the 3-year history of this group, accord- 
ing to the company's figures, 51.7 cents of every premium dollar was 
retained by the insurance company, over 17 cents of which was paid out 
in commissions and service fees. Clearly, this is a grossly exorbitant 
insurance charge and an example of how a group of beneficiaries suf- 
fered at the hands of this carrier. The most liberal allowances for 
reserves would still leave insurance costs markedly high. It is sig- 
nificant that premium decreases of 15 to 20 percent were given this 
group on the basis of favorable experience. It is obvious that the cost 
of insurance was still high, however. 

Counsel then reviewed a case involving the welfare fund of Local 
816, International Brotherhood of Teamsters, 364 West 34th Street, 
New York City. А group policy was issued by Eastern Casualty to 
the trustees of this fund on December 1, 1950, with the Cardinal 
Agency, Inc., as broker. The insurance company files reflected the 
following experience. 


1951 | 1952 1953 1954 


| Amount | Percent! Amount |Percent! Amount |Percent| Amount |Percent 


Premiums ...... „---! $24, 930. 00 100 $56, 901. 69 100.0) $90, 202. 45 100. 0 $106, 570. 44 100. 0 
Commissions de 3, 116. 25 12. 5 8. 535. 25 15.0 5, 443. 59 6.0 0 | 0 
Fees — — 1, 661. 63 6.6 4, 276. 73 7.5 2, 226. 45 2. 5 0 

Claims paid... 14, 324. 32| 57.2| 37,088.85 5 2| 67, 468. 30 74.8 87,613. 4 
Dividends. .... 1, 029. 23 4 0 0 0 0 0 

Gross retention.......... 9, 576. 56 38. 18, 812. 84 34.8! 22, 734. 15 25.2 18,956. 95 


Mr. Schultz pointed out the steadily climbing loss ratio (claims paid 
as percent of premium) on this case and said in the fifth insurance 
year, 1955, it is running at about 95 percent. He testified that Cardi- 
nal had been replaced as broker by action of the trustees and that he 
did not know the reason for it. He stated that Andre Burnett, an 
independent broker, replaced Cardinal, and Burnett is being paid only 
a 5 percent commission. “That was a negotiated commission, in view 
of the extremely high-loss ratios that are developing on the case," he 
said." 
The Cardinal Agency, Inc., ıs or was a general agent of Eastern 
Casualty Co. In his testimony, Sc hultz identified the principals of the 
agency as John DeFeo and William H. Martoccia. Another of its 


12 Ibid., p. 1190. 








WELFARE AND PENSION PLANS INVESTIGATION 267 


principals is Samuel Kosman, who, according to Schultz, organized 
Eastern Casualty. Approximately one- third of Cardinal's income 
from 1951 to 1954 consisted of commissions and fees received from 
Eastern Casualty on union welfare fund insurance premiums. As 
Eastern's general agent, the Cardinal Agency collected and remitted 
premiums in all its cases to Eastern, after deducting commissions and 
service fees. 

The Cardinal Agency, Inc., has been under investigation by both the 

New York district attorney's ‘oflice and the New York State Insurance 
Department; the former began its inquiry in Јаќе 1953. In response to 
questioning, Schultz said that he had no “direct knowledge” that the 

Cardinal Agency was under investigation by the New York State 
Ка ance Department, though he was aware of the fact that the agency 
was being looked into by the district attorney. 

With respect to the Teamsters local 816 cases, Eastern Casulty's 
files reflect that Andre Burnet who “replaced” Cardinal Agency as 
broker on this group is himself a former — e of Cardinal. The 
local 816 case file reveals that the trustees asked Eastern for an analysis 
of its charges for all years, including retentions, and requested a “divi- 
dend projection” for future policy years. The company did not reply 
to this request, according to this file, but by letter of November 1, 1955, 
notified the trustees that it was discontinuing this policy. 


5. BROKER CONTROL 


In discussing the payment of high flat commissions to brokers such 
as Cardinal and Alcor, Schultz testified that such payments were estab- 
lished solely for the purpose of competing with existing scales in the 
group insurance market. The company did not feel that it could 
obtain business otherwise and that commissions of 12.5 percent to 
15 percent “would put us in a position of competing for this business 
with the agents and brokers.” He added “* * * the situation was 
then much as it is today, that the broker does control the placing of the 
business on behalf of the trustees,” ? and he agreed that creating at- 
tractive scales to obtain the business of these brokers was the practice 
of the group-insurance industry. 

Schultz said the New York State Insurance De 'partment has never 
instructed his company to reduce its rates and commissions. 

Senator Allott cited statistics from the subcommittee's interim re- 
port of January 1955, wherein 79 insurance companies reporting group- 
insurance business paid out about 87.5 percent of their premium income 
in claims and dividends, leaving a retention of some 12.5 percent. 
Schultz said a comparable figure for Eastern Casualty might run about 
70 to 75 percent expended in claims. 


6. CASES DISCUSSED 


Seven other cases were discussed with Schultz, at the hearing and 
subsequent thereto. These risks had been selected at random “from 
among the 36 questionnaires originally submitted to the subcommittee 
by this company. The figures set out below were verified by Schultz. 
Gross retention is shown in parentheses. Supplementary data ob- 
tained by the staff from the company's individual ease files is also 





13 Idem. 
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included where pertinent, together with comments by Schultz at the 
hearings: 

(1) Trustees of local 318 health and welfare trust fund (Interna- 
tions] Brotherhood of Pulp, Sulphite, and Paper Mill Workers), 225 
Lafayette Street, New York City ; broker: 'The Cardinal Agency, Inc. ; 
policy effective November 1, 1951: 


1952 | 1953 


Amount  |Percent Amount Percent 


Premiums. .......... 

Comm issions.. — — 
Fees, ac iministrative 

Claims ] aid 

Dividends e PE Е К 0 1 
Gross retention. ПА ас ова —— (21, 341. 56) 


$32,546.46 | 100.0 | $41,364.71 100. 0 
1, 881. 97 15.0 | 6, 204. 71 | 15.0 
2, 440. 98 | 7 


| 
| | 7 
11, 204.90 | 34.4 | 9, 238. 35 | 46. 5 


> в ° 013 
7.5 1 ) 


— quM. 
E 
ик 
| 
| 


| 0 | . 
65.6 | (22,126.36) 53.5 


Schultz testified that at least 1 premium decrease of 20 percent was 
granted in this case, according to his recollection. 

The company’s file on the case reflected that on v pte imber 10, 1954, 
ма attorney representing the trustees of the welfare fund requested the 

Cardinal Agency for a “dividend account” on this policy for all years 
in force. It was pointed out that such a statement had never been 
supplied and the trustees felt perhaps a dividend had been “over- 
looked." Cardinal referred the inquiry to Eastern Casualty and on 
September 23, 1954, Schultz wrote the trustees advising that no retro 
active —— lence credits were payable for the first policy year at 
November . 1952 : however, at the end of the Sect nd poli cy year on 
November 1 1953, a rate reduction of approximately 15 percent was 
applied on the renewal in view of the previous year’s experience. 

On March 26, 1954, the trustees notified Eastern that they were 
terminating this insurance contract effective March 31, 1954. 

(2) Trustees of Local 107, AFL Labor-Management Trust Fund, 
799 Broadway, New York City (The Paper Bag, Novelty, Mounting, 
Finishing, and Display Workers, Local 107) : broker: The Cardinal 
Agency, Inc.; policy effective June 1, 1951: 


Percent 


112,019. 2 


72, 119. 47 


With respect to this case, Schultz testified, “* * * I believe (pre- 
mium) decreases totaling about 25 percent have been put in." * 

The carrier's files reflected that at the policy renewal year commenc- 
ing June 1, 1954, the benefits and premiums were incre: ised on this pol- 
icy. The ‘group was also allowed a premium credit of $2,000 per 
month against payment of subsequent premiums, or a total rate reduc- 
tion of $24,000. There is no other indication of a premium decrease, 


44 Tbid., p. 1195. 
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and there were no cash returns. Since the 1954 premium totaled 
$184,138.71, this amounted to a 13-percent decrease or premium credit. 

On March 1, 1955, an official of this welfare fund wrote Eastern 
Casualty pointing out that an analysis of this case from its start re- 
flected the following : 


E $446, 364. 60 
О ыы о и ра р-н 241, 806. 12 
ИКО ЖАЛЛА мн» сылне вні аланнар 24, 000. 00 
о оао вы cic M M و‎ 35, 255. 92 
Now TORE OED ODO Assos 1, 167. 94 
Retained by Eastern Casualty (30.02 percent).............-..-..- 134, 134. 62 


This official asked Eastern Casualty for a breakdown of this reten- 
tion figure together with explanations, plus a 10-year projection in the 
Case. 

The files do not reflect that this inquiry was ever answered. On 
June 30, 1955, the trustees terminated this insurance contract with 
Eastern. 

(3) Welfare fund of Master Truckmen of America, Inc. (local 816, 
International Brotherhood of Teamsters); broker: The Cardinal 
Agency; policy effective September 1, 1950: 


1951 2 1954 

\ unt Pe \ | I t t 
rer 1 $42. 857. 89 1 $4 1 1! $ x 10 1 1. 6 100. 0 
nmnniissions j 24 1 6, 025. 5 ^ ( ( d 
‹ ] allowa j 0. 4 i ( i 1, 02 ^ 0 E 
Claims paid — 20, 467. 75 15.0, 22,037. 5 54.9 32, 994. 59 61.5| 67,542. 72 4.4 

Dividends 0 ( ( * 
Cross retention 22, 190. 14 2.0; 18, 132. 25 15. 1 20, 692. 21 3$. 5 4, 011. 88 5.6 


The company's file in this case reflected no inforination as to why 
commissions and fees were discontinued. 

(4) Trustees of the Bronx Bartenders welfare and insurance fund; 
broker: Alcor Agency, Inc. (January 1, 1952, to July 1, 1952) ; Har- 
lew Agency, Inc. (July 1, 1952, to July 1, 1953) ; y Periam Agency 

(July 1, 1953, to October 1, 1953) ; policy effective January 1, 1952: 


1952 1953 

\ И егсет imount Percent 
miums à ка 5 $61, 521. 50 100. 0 $41, 491. 71 100. 0 
omimissions i 7, 690. 19 12. 5 5, 186. 46 12. 5 
Fees and allowances... i 1, 954. 42 j 1 ), 84 3. 3 
Claims paid = — 32, 738. 03 53. 2 31, 323. 30 75.5 

Dividends — dick k ‘ 0 à 0 4 
Gross retention = i 28, 783. 47 16. 8 10, 168. 41 24.5 


According to the company ’s files, Eastern Causalty canceled this 
group as of Octobr 1, 1953. From January 1, 1952, to June 30, 1952, 
Eastern paid commissions of 12.5 percent to Alcor plus 2.5 percent 
to Alphonse Corcillo, the principal of the agency, as an “underwriting 
servicing override.” On June 20, 1952, the welfare fund trustees 
notified Eastern that Harlew Agency would henceforth be broker 
of record. Beginning July 1, 1952, Harlew received 10 percent com- 
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missions and Corcillo a 5 percent override. Harlew assigned its 
commissions to the Jannine Agency which, from July 1, 1953, to date 
of cancellation, was paid 10 percent while Coreillo "continued to 
receive his 5 percent override. 

Significantly, Eastern’s files reflect that claims service was handled 
by the company itself throughout this entire case. 

(5) Operating Engineers, Locals 1387, 137A and 137B; broker 
The Alcor Agency, Inc.; policy effective August 1, 1950: 


1952 1953 1954 


| Amount | Percent} Amount | Percent) Amount | Percent) Amount 


Premiums...............] 33, 952. 56 100.0 $11, 530. 66 100. 0 $12, 900. 00 100.0 ($12, 600. 00 

Commissions. ...........| 494.07 | 125 1, 441. 33 12.5 | 1,612. 50 | 12.5 1, 575. 00 

Fees and allowances... . E 197. 63 5.0 576. 53 | 5.0 645. 00 | 5.0 630. 00 

Claims paid.............| 772.07 | 19.5) 3,011.02 26. 1 2, 543.13 | 19.7 | 3,994. 27 

СИРНИ наватон) 855. 68 21.6 3, 468. 88 30. 1 2,699.72 | 20.9 3, 154. 63 

Gross retention.. | 2,324.81 | 58.9 | 5,050.76 43.8 7, 657.15 | 59.4 5, 451. 10 
| і I | 


(6) Joint welfare fund of the International Union of Operating 
Engineers, Locals 14, 14D, 15, 15A, and 15C ; broker: Alcor Agency, 
Inc.; policy effective July 1, 1950: 


Amount 


Pu C. с edm 4 У ь * | $46, 560. 00 
Commissions : Ж: | 5. 820 00 
Fees and allowances * — 690 00 
Claims paid...... 35, 144. 43 
ДИИ о он eL 0 
Gros mitim............---—- f i 11, 415. 57 | 


This case was terminated by the trustees on March 12, 1952, accord- 
ing to carrier’s files. It is noteworthy that Sidney E. Liewant be- 
came an insurance consultant to this welfare fund. One Sidney E. 
Liewant in 1950 was secretary and general manager of Eastern Casu- 
alty Co. 

(7) Pavers and Roadbuilders District Council welfare fund; 
broker: Alcor Agency, Inc.; policy effective April 1, 1951: 


1951 | 1952 1953 


| Amount | Percent Amount | Percent Amount | Percent} Amount | Percent 


I еланын. 21, 600. 00 100. 0| $29, 849. 93 100.0, $34, 570. 02 $56, 296 62 100. 0 
Commissions... di 2, 700. 00 12. 5 3, 731. 24 12. 5 4, 321. 25 2.5 7, 037. 08 12. 5 
Fees and allowances. , 080. 00 5 1, 492. ! 5.0 1. 728. 50 5.0 2. 814. 83 5.0 
Claims paid | 5, 623. 06 26. 9, 476. ! 31.7| 14,520. 74| 2.0| 21,057.49 37.4 
Loss reserve ! Ў 2. 236. 56 10. 653. 2.2 2, 097, 39 1 у, 256. 89 11.1 
Dividends | 3,243.83 15. 4, 847. 2: 16.2 7, 208. 50] 9| ‚ 108. 60] 16.2 

i | 58. 9 15, 526. 19 52. 1| . 12, 834, 78 37.1) 26, 130. 53! 46. 4 


! Included in gross retention: these figures were extracted from ааа in the company's files and 
are an indication of the reserves to which Mr. Schultz referred which are returned to the insured group in 
subsequent years through claims payments. 
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Prior to preparation of this report the above experience figures on 
these nine cases were submitted to Mr. David Schultz of Eastern Cas- 
ualty for verification. Under date of January 4, 1956, he wrote the 
subcommittee as follows: 


In accordance with your letter of December 27, I am re- 
turning the exhibit on nine of our welfare-fund groups. 
Except for a small error for local 107, these figures are cor- 
rect. 

The point I tried to make at the hearing was that these 
figures were strictly cash-basis, rather than the earned pre- 
mium-incurred loss basis which is used to compute retroactive 
credits, and the cash-basis figures may develop unrealistic 
percentages, particularly when short periods (1 or 2 years) 
are involved. If possible, we should like your published rec- 
ord to note that these figures are not on the accrual basis. 

Thank you for your courtesy and this opportunity to re- 
view and comment on this exhibit. 


7. OBSERVATIONS 


The nine cases described above represent only a fourth of those re- 
ported on the company’s questionnaires. On virtually all cases, how- 
ever, the carrier’s net retention, after payment of claims, dividends, 
aie! and fees, was equally high. By and large the only return 

realized by the welfare plan policyholders insured with this com- 
pany was throngh actual claims paid. This is partially explainable, 
of course, by the е vet that. Eastern's business was largely produced by 
the two brokers, Cardinal Agency, Inc., and Alcor Agency, Inc., both 
of which received high-flat commissions and service fees regardless 
of premium volunie of a particular case. Since these items are a part 
of retention it naturally follows that any case involving either of 
these brokers was burdened with heavy surcharges of 17.5 to 22.5 
percent, thus driving up the cost of insurance. Mr. Schultz stressed 
that the figures reported were on a cash rather than an accrual basis 
and that the company’s retention, developed from these figures, did 
not take into account the reserves set up in each case which are re- 
turnable to the polieyholder via claims paid out in ensuing or renewal 
years, He further« mph: isized that sizable rate reductions, rather than 
cash dividends, were given in many cases where the experience war- 
ranted. In spite of this contention, however, a review of these cases 
on a 2-, 3-, or 4-year basis, reflects but little reduction. 


Е. MUTUAL BENEFIT HEALTH & ACCIDENT ASSOCIA- 
TION AND COMPANION LIFE INSURANCE CoO. 


1. THE COMPANY 


Mutual Benefit Health & Accident Association, commonly referred 
to as Mutual of Omaha, is a health and accident company organized 
under the laws of the State of Nebraska. It commenced business on 
January 10, 1910; and in 1950 first entered the group accident and 
health field. 








35 Ibid., p. 1200. 
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missions and Corcillo a 5 percent override. Harlew pe its 
commissions to the Jannine Agency which, from July 1, 1953, to date 
of cancellation, was paid 10 percent while Coreillo —— to 
receive his 5 percent override. 

Significantly, Eastern's files reflect that claims service was handled 
by the company itself throughout this entire case. 

(5) Operating Engineers, Locals 137, 187A and 137B; broker 

The Alcor Agency, Inc.; policy effective August 1, 1950: 


1951 1952 1953 


| Amount | Percent) Amount | Percent) Amount | Percent 


РИ 52-52-2562 $3, 952. 56 100. 0311, 530. 66 100.0 $12, 900 100. 0 
Commissions.. 2^ 494. 07 12. 5 1, 441.33 | 12. 5 1, 612. 5 12. 5 
Fees and allowances -| 197. 63 | 5.0 576. 53 | 5.0 645. 00 | 5.0 
Claims paid .............| 712.07 19.5 | 3,011.02 | 26.1 543. 13 | 19.7 
ОА. o aaan 855. 68 21.6 3, 46%. 88 30. 1 2 99 2| 209 


t 
Gross retention -| 2,324. 81 58.9 | 5,050. 76 43.8 ‚ 65 


(6) Joint welfare fund of the International Union of Operating 
Engineers, Locals 14, 14D, 15, 15A, and 15C; broker: Alcor Agency, 
Inc.; policy effective July 1, 1950: 


Premiums...... — EE | $46, 560. 00 
Commissions... „< 5. 820 00 
Fees and allowances i у | 690 00 
Claims paid = : 35, 144. 43 
ОЛЯ... E» р 0 
Gross retention ; Sed 11, 415. 57 | 


This case was terminated by the trustees on March 12, 1952, accord- 
ing to carrier’s files. It is noteworthy that Sidney E. Liewant ђе- 
came an insurance consultant to this welfare fund. One Sidney E. 
Liewant in 1950 was secretary and general manager of Eastern Casu- 
alty Co. 

(7) Pavers and Roadbuilders District Council welfare fund; 
broker: Alcor Agency, Inc.; policy effective April 1, 1951: 


1951 1952 1953 1954 





Amount | Percent Amount |Percent; Amount | Percent) Amount | Percent 


Premiums...............| $21, 600. 00 100 $29, 849. 9: 34, 570. 02 100. 0) $56, 296. 62) 100 
Commissions............ 2, 700. 00 12. 5 3, 731. 24 2.5 ‚ 321. 25 12. 5 7, 037. 08 12. 5 
Fees and allowances... ‚ 080. 00 5 1, 492. 50 ! ‚ 728. 50 5.0 2. 814. 83 5 
Claims paid 4 5, 623. 06 26.0 9,476.5 3 ‚ 526. 74 42.0; 21,057. 49 37 
Loss reserve ! , 236. 56 10. 653. 74 a 2, 097. 39 6.1 6,256. 89 11. 
р е LE 3, 243. 53 15. 4, 847. 23 + ‚ 208. 50 20. 9| 9, 108. 60} 16. : 
Gross retention 2, 733. 11 58. 15, 526. 19 52. ‚ 834. 78| 37.1| 290,130. 53] 46. 4 


1 Included in gross retention: these figures were extracted from information in the company’s files and 
are an indication of the reserves to which Mr. Schultz referred which are returned to the insured group in 
subsequent years through claims payments. 
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Prior to preparation of this report the above experience figures on 
these nine cases were submitted to Mr. David Schultz of Eastern Cas- 
ualty for verification. Under date of January 4, 1956, he wrote the 
subcommittee as follows: 


In accordance with your letter of December 27, I am re- 
turning the exhibit on nine of our welfare-fund groups. 
Except for a small error for local 107, these figures are cor- 
rect. 

The point I tried to make at the hearing was that these 
figures were strictly cash-basis, rather than the earned pre- 
mium-incurred loss basis which is used to compute retroactive 
credits, and the cash-basis figures may develop unrealistic 
percentages, particularly when short periods (1 or 2 years) 
are involved. If possible, we should like your published rec- 
ord to note that these figures are not on the accrual basis. 

Thank you for your courtesy and this opportunity to re- 
view and comment on this exhibit. 


7. OBSERVATIONS 


The nine cases described above represent only a fourth of those re- 
ported on the company’s questionnaires. On virtually all cases, how- 
ever, the carrier’s net retention, after payment of claims, dividends, 
commissions and fees, was equally high. By and large the only return 
realized by the welfare plan policyholders insured with this com- 
pany was through actual claims paid. This is partially explainable, 
of course, by the fact that Eastern’s business was largely produced by 
the two brokers, Cardinal Agency, Inc., and Alcor Agency, Inc., both 
of which received high-flat commissions and service fees regardless 
of premium volume of a particular case. Since these items are a part 
of retention it naturally follows that any case involving either of 
these brokers was burdened with heavy сивим of 17.5 to 22.5 
percent, thus driving up the cost of insurance. Mr. Schultz stressed 
that the figures reported were on a cash rather than an accrual basis 
and that the company’s retention, ee from these figures, did 
not take into account the reserves set up in each case which are re- 
turnable to the policyholder via claims paid out in ensuing or renewal 
years, He further. mph: isized that sizable rate reductions, rather than 
cash dividends, were given in many cases where the experience war- 
rented. In spite of this contention, however, a review of these cases 
on a 2-, 3-, or 4-year basis, reflects but little reduction. 


Е. MUTUAL BENEFIT HEALTH & ACCIDENT ASSOCIA- 
TION AND COMPANION LIFE INSURANCE CO. 


1. THE COMPANY 


Mutual Benefit Health & Accident Association, commonly referred 
to as Mutual of Omaha, is a health and accident company organized 
under the laws of the State of Nebraska. It commenced business on 
January 10, 1910; and in 1950 first entered the group accident and 
health field. 


15 Ibid., p. 1200. 
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Mutual's wholly owned subsidiary, Companion Life Insurance Co. 
was licensed in New York on July 1, 1949, as a life company. Сот- 
panion began writing group life insurance in 1950. 

According to testimony at the subcommittee’s hearing on November 

), 1955,'* Mutual and Companion both bid for group business (the 
E г with respect to accident and health coverages and the latter 
only on life), sometimes separately and sometimes jointly. Generally, 
if the coverage desired inc ludes both life and casualty, Mutual h: indles 
the casualty and Companion the life. Occasionally when both types 
of coverage are included they submit joint bids. 

Mutual's volume of business rose sharply from its entry into the 
group field in 1950 to 1954. Earned premiums in 1950 were a little 
over $2 million and $13.6 million in 1954, as the following table shows : 


| 
| 


1950 | 1951 1952 


Ртешиии$ еагпе4. --.-..- еж көш $2, 026, 685 | $2, 490, 521 | $5, 532, 709 | $9, 
Claims incurred = : 1,424,371 | 2,058, 492 5,037,985 | 9,2 
Expense excluding Federal income and | | 

ге: il-estate taxes . PER PIN MM e 331, 755 445, 405 591, 504 
Commissions and brokerage | | 257, 865 | 391, 431 | 


Loss from underwriting...... NE 37, 2% | 281, 241 | 488, 211 | 758, 190 


Percentage of commissions and brokerage | | | 

to premiums earned. ..... — — 5.2 | па 7.1 | -- 

AS indic: ated above, Mutual has not yet experienced a profit: able year 

in the group business. Officials of the company informed the sub- 

committee, however, that a substantial increase in writing in 1955, 

coupled with a standardization of commissions and fees, would prob- 
ably result in a profit for that year. 

Of significance, perhaps, in explaining both Mutual’s rise in the 
group field and its failure to operate profitably, are high commissions 
and service fees paid agents and brokers. Initially the company paid 

level combination service fees and commissions as high as 30 percent 
for first-year business and 15 percent for renewal business. Until 
1954, Mutual had at least 12 different commission schedules ranging 
from a level 1 percent for first year and renewal business to a gr: aded 
30 percent first year, 7 percent renewal, including an incremental fee 
schedule under which the larger the premium the greater was the 
allowance for servicing. This had the effect of establishing a flat 
rather than a graded yield to the broker when combined with the 
decremental commission scale. In effect, it was a commission dis 
guised as a service fee, though Randall argued that it was not hidden 
as Mutual paid it and declared it. 

Under a gradual reorganization of its practices, Mutual is now on 
a standard 20 percent graded commission on all new cases, with re- 
newals graded downward from 5 percent. Likewise, in almost all 
cases, service fee scales are at a level 3 or 4 percent. 


2. DETAILS OF INDIVIDUAL PROGRAMS 


The effect and extent of the commission and service fee arrange- 
ments of Mutual of Omaha can be demonstrated by considering four 
cases which subcommittee staff members examined i in the company's 
files and concerning which testimony was received at public hearings. 


16 Hearings, pt. 3, pp. 1200-1228. 
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(A) LOCAL 445, INTERNATIONAL BROTHERHOOD OF TEAMSTERS WELFARE 
FUND 


This is a joint trusteed noncontributory fund in Westchester 
County, N. Y., financed by contributions from approximately 50 
c firms. It covers about 600 employees. Both life and 

‘asualty coverages began January 1, 1951. The combined experience 
of Mutual A C ompanion Life for this group from January 1, 1951, 
to November 1, 1955, is shown in table 11. 

The agent a record, and administrator, in this case is Victor D. 
Levitt, Jr., 20 Archer Avenue, Mount Vernon, N. Y. As table 11 
indicates, the combined commissions and service fees actually paid 
Levitt on this case ranged from 25.5 percent of oe in the policy 
year 1951 to 10.2 percent in the policy year 1954, or an average of 
14.1 percent for the 5-year pet riod. Mr. — was too ill to appear 
at the subcommittee’s hearings. However, table 12 was provided, 
setting forth the commission and fee scales aped cable to this case. 
it will be observed that the percentage pavable to Mr. Levitt by 
Mutual under the fee scale in renewal years rises as the amount of 
pre mium increases: the commission scale. on the other hand. decreases 
as the pre mium rises. 








TABLE 11.—Summary ж premiums, commissions, and fees paid, Jan. 1, 1951, te 
Dec. 31, 1955; Local No. 445, International Brotherhood of Teamsters welfar 
fund 
I 
( 1 
19: 
( Į n Li (а N $ $787.2 $ & 2 
M GM HB 10 1 4 1 
Mutual, GMB 1007 is. S4 $ 3 
l'otal i 7. 43 
952 
Ci ion Life 1 7 2 
M ut No. 1006 { 1. í 
Mutual, No. 1007 5, $54 1 ) 1 ~ 
Гоа] 45. 64 
Companion Life 16, 454. 82 $22. 75 1,069. 57 1, 802 : 11. 5 
Mutual, No, 1007 $0, 823. 70 2, 168. 47 3, 474. 37 5, 642. 84 13. 5 
Total 73, 195. 24 
1954 
Comi M ion Life 15. 235. 29 761.7 990, 30 1, 752. ¢ 
Mi iti ual, No. 1006 24 7123.7 460. 79 1, 811. 12 2, 271. 91 
Mutual’ No. 1007 43, 391. 95 763. 36 1.525. 70 4. 289. 06 ) 
Total 4 R1, 399, 99 8. 31 03 10, 2 
1955 
Companion Life 15, 984. 00 799. 21 1,038. % 1, 838, 17 11. | 
Mutual, No. 1006. 16, 526. 99 451. 31 1, 757. 42 2, 208. 7 13. 4 | 
Mutual, No. 1007 33, 425. 12 702 20 | 680. 11 t. 481. 31 13 | 
Total — 65, 939. 11 8, 528. 21 12 
Total Jan. 1, 1951, to Dee, 31, 1955 328, 417. 48 > 16, 329. 30 14.11 





274 WELFARE AND PENSION PLANS INVESTIGATION 


TABLE 12.—Commission and fee scales applicable to Local No. 4455, International 
— hod of Teamsters welfare fund, Victor D. Levitt, T agent 


A. Mutual of Omaha | B. Companion Life 


Commission 


scale Fee * ale 


Commission scale (No. 3) Fee scale (8-3 
Amount of | | 
premium 
First year | Renewal | | 
- — p st | » E ~ ^a. First Re- 
Over Over- ir \ уеаг newals 


Agent | write | Agent | write | 


Percent Percent! Percent| Percent! Percent! Percent! Percent Percent Percent! Percent 
0 to $1,000 20.0 2.5 5.0 10.0 5.0 0.0 5 | 5 6.5 
$1,000 to $5,000 20.0 81 3.0 1 10. 0 7.0 20. ( 5 6.5 6.5 
$5,000 to $10,000 15.0 . 75 2. < | 10 0 5 5 `. £ 
$10,000 to $20,000 | 12. 5 . 75 1.5 | 
$20,000 to $30,000 10.0 . 75 1.5 
15 
1 


$30,000 to $50,000 | 5.0 


$50,000 plus n 2.5 0 


Mr. Albert W. Randall, manager, group department, Mutual of 

Omaha, testified before the subcommittee that- 
The reason * * * why they have incremental scales and decre- 
mental scales is more from the standpoint of convenience in 
handling the various entries insofar as service fees go and 
commissions go in breaking them down on your annu: al state- 
ment. But for all practical purposes they would be on a level 
scale. 


He further expressed the opinion that those in Mutual responsible for 
such payments— 


thought they were justified because of the duties being per- 
formed * е? 

According to Mr. Randall, Levitt “collects the premiums, issues the 
certificates, handles all changes in the policy, pays the claims, and 
handles the entire administration of the case.” ** He further brought 
out that Mutual’s operating costs at that time were about 25 percent 
of premium; that this approximated what Levitt received; and that 
the fee paid Levitt during renewal years for servicing the policy like- 
wise compared favorably with the company’s operating costs. 

Regardless of Mr. Randall’s contentions, the subcommittee feels that 
the combined commissions and service fees paid Levitt on this case 
were too high for the services actually rendered and that other fac- 
tors must have dictated these payments. In support of this feeling, 
attention is called to an incident concerning the local 445 welfare fund 
and the Anchor Motor Freight Corp. fund about which testimony was 
adduced at the subcommittee’s hearings. 

Levitt was administrator of both these funds and was included as a 
beneficiary under the policies issued in each case. In 1954 he sub- 
mitted personal disability claims under both policies, approved them, 
and issued drafts in payment thereof to himself. The claims were in 
identical amounts, $1,180 each, or a total of $2,360, and covered the 
same a parion of disability. Mutual, at first, rejected the claims on the 


17 Ibid., p. 1210. 
15 Ibid., p. 1211. 
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theory that Levitt as an employee of the funds could not be included 
in the coverage issued either. Subsequently, however, the company 
did pay both claims. According to Mr. Randall's testimony, Mutual 
paid because an official of Anchor Motor Freight advised that they 
had been paying premiums on Levitt since 1953 and considered him 
included in their coverage. 

Testimony showed, however, that Mutual honored these claims after 
it received a memorandum, dated August 23, 1955, from John Cook of 
Companion Life, informing Mutual that 


* 


Levitt tells me unless he receives a satisfactory letter 
concerning his e Tigibility аза fully covered individual under 
Mutual of Omaha's poliey he 1s going to make immediate 
arrangements to transfer this business to another carrier. 


(B) NEW YORK CITY DISTRICT COUNCIL OF CARPENTERS’ WELFARE FI ND 


This policy became oper: itive on —— 1, 1951, for life cover- 
age with Companion, and May 1, 1951, for accident and health cover- 
ages with Mutual. 

John G. DeFeo. of the Cardinal Agency, Inc., is the agent of record 
and receives from Mutual a 25-percent graded commission on first- 
year business and 7 percent graded on renewal business. In addition, 
he received an administrative allowance on the aecident and health 
coverages which amounted to a level 11.5 percent from May 1951 to 
October 1952, when it was reduced to its present 3 percent. 

The accident and health experience on this risk, as reported by 
Mutual on a questionnaire returned to the subcommittee and as 
amended by letter of January 5, 1956, reflects high commissions, serv- 
ice fees, and retent ions for ad Case of this size. 


1954 1. 030 10 S4, 882 «04 


Companion Life, during the same policy years, paid DeFeo the 
following commissions. and administrative allowances in this case: 


Ad 
Ye ( 1 tiv 
init 
1952 $10, 331 8, 128. 44 
1953 16, 445 0, S23 
1954 12,614. 52 t 2 


Walter F. Martineau, executive vice president, Companion Life 
Insurance Co., testified that his company had “started off originally 
by paying (DeFeo of the Cardinal Agency) a 24-percent graduated 


1? Ibid., pp. 1220-1221. 
76189—56—19 
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commission, graded down from $5,000. That was the first-year com- 
mission. The second-year renewals are graded down to 3 percent. 
The commissions at the present time average around 3 percent.” 

These figures indicate that DeFeo has been amply compensated in 
commissions and service fees for whatever services he has rendered 
in this case. 


(C) JOINT WELFARE FUND, INTERNATIONAL UNION OF OPERATING 
ENGINEERS, LOCALS 14 AND 15 


Accident and health experience under this policy from April 1, 1952, 
to March 1, 1955, was as follows: 


| Service fees 
na eon 

| 9 . alu СО 

Gross Service fees missions as 
and com- oe — 

premium ni ha percent of 

8810 Ф 


Claims 
gross 
| premium 


Apr. 1, 1952, to Apr. 1, 1953... Е — $187, 104. 34 | $30, 281. 69 16.2 
Арг. 1, 1953, to Apr. 1, 1954 ال‎ 185, 573. 44 | 20. 063. N9 5 
Apr. 1, 1954, to Mar. 1, 1955 303, 095. 36 | 19, 328. 27 6. 4 


i 


On April 30, 1952, the company entered into a group-insurance 
administration contract with Alphonse C. Corcillo, agent of record, 
under which Mutual agreed to pay the following service fees: 


First 
vear 


Renewal 


Percent Perce? 
On the first $1,000 of adjusted premium 0 10 
On that part in excess of $1,000 but not exceeding $5,000 0 
On that part in excess of $5,000 but not exceeding $10 000 0 
On that part in excess of $10,000 but not exceeding $20,000 0 
On that part in excess of $20,000 but not exceeding $30,000 5 
On that part in excess of $30.000 but not exceeding $50.000 10 
On that part in excess of $50.000 but not exceeding $100,000 12. 5 
On that part in excess of $100,000 but not exceeding $250,000 14.0 
On that part in excess of $250,000 but not exceeding $500,000 14.75 
On that part in excess of $500,000 14.9 


Correspondence in the files of Mutual indicated that around March 
of 1954, Mutual was going to change Corcillo’s contract from the in- 
cremental scale to a level 4-percent service fee. In a revealing letter 
dated March 9, 1954, to Gale E. Davis, vice president of Mutual, 
Walter F. Martineau, executive vice president of Companion Life, 
stated : 


I don't know what your thinking is behind this drastic 
move, but it seems to me that you are jumping the gun and 
throwing away some $550,000 in premiums, written through 
the A. C. Corcillo Agency, alone. 

It is my thinking, and, mind you, I am not trying to sub- 
stitute it for yours, that until the legislature enacts legisla- 
tion, or the insurance department promulgates a regulation 
setting the maximum that can be paid for a “service fee,” that 
your company continue on these risks, provided, of course, 
th: at they are profitable, or can be made profitable. 


% Ibid., p. 1216. 
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It is entirely possible that the insurance department's 
thinking may resolve itself into a “no service fee” agreement, 
and if such is the case, all companies will have to do the work 
it is now delegating and, of course, all brokers and agents will 
have to abide by that reguli ation or legislation. 

Why give your competitor a chance to get on a risk now, 
with the possibility that you will be unable to dislodge him 
later. 

There is going to be legislation or regulation, make no mis- 
take about that. However, the thinking of the Department's 
position has not as yet been solidified. 

What “service fee” you are paying and how it is being paid 
is not illegal. Up until now there is nothing in the law to 
regulate it and, naturally, there can be no violation of a non- 
existing law or regulation.” 


The change to a level 4-percent service fee was made etfective 
April 1, 1954, despite the representations of Mr. Martineau. Mr. 
Corcillo, the agent of record, has not switched the business to another 
carrier. However, Mr. Randall, of Mutual, testified that his com- 
pany is still paying Corcillo service fees on the incremental scale in 
one case. 

When Mr. Martineau appeared at our public hearings, the above 
letter was not in the subeommittee's possession, and he was unable to 
recall ever having written such a letter. However, it was later pro- 
duced from Mutual’s files and 1$ incorporated as exhibit 987? in the 
subcommittee's hearings. By letter of January 18,1956, Mr. Martineau 
explained that his previous letter *was simply a suggestion on my part 
to Mutual Benefit that they not reduce their administration or service 
fee to the extent that it would be economieally unsound for an ad- 
ministrator to agree to do the work." i 

The subcommittee feels that some of the thoughts expressed in thi» 
letter not only supply an insight into the policy followed by Mutual 
and its affiliate, Companion Life, with respect to commissions and 
service fees but, more importantly, indicate a line of reasoning which 
it is believed is one of the basic causes of some of the problems and 
abuses in welfare and pension programs tod: v. 

Since Mr. Martineau's letter indicated that he was obviously of the 
opinion that the proposed eut in the service fee being paid Corcillo by 
Mutual would result in that company, and possibly Companion, losing 
the business written by him, perh: aps it was necessary to agree to pay 
such high fees to get the business in the first instance. The question 
which then comes to mind is whether the fees were being paid for 
services rendered bv the agent or beeause he could take the business 
away from, or give it to, whatever company he chose. 

The philosophy expressed by Mr. Martineau in his letter—that the 
payment of service fees is entirely proper because it is not yet illegal— 
Is one with which this subcommittee cannot by any means agree. It 
is very disquieting that it came from one who is now a high executive 
of a reputable company and formerly was an official of the New York 
State Department of Insurance. Such thinking is not only fallacious 
but reacts usually to the detriment of the beneficiaries for whom these 





2 Ibid., p. 1215. 
22 Ibid., pp. 1214-1215 
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programs were created. It is felt further that this type of thinking 
has insidiously crept into this field to such an extent that it is now 
one of the major reasons why it is necessary to make the operation of 
these programs subject to a law capable of fully protecting the 
beneficiaries. 


(D) THE ANACONDA GROUP 


Mutual insures a number of small risks, representing the A. F. 
of L. craft union members employed by Anaconda Copper Mining Co. 
In addition, Mutual of Omaha insures four major groups, An: conda 
Smeltermen, Butte Engineers, Butte Miners, and East Helena Smel- 
termen, under a single master policy. 1n June 1955, approximately 
3,600 employees were covered under this program. 

The claims ratio on this case has been high. In the policy year end- 
ing April 1, 1954, earned premiums were $424,232.45 and incurred 
claims, $524,897.70. 

Commissions and fees charged against this risk have been at stand- 
ard rates. In addition, however, a fee of one-half of 1 percent of 
premium has been paid to one Paul G. Pinsky of San Francisco under 
a contract dated April 5, 1955, retroactive to November 1, 1954. 

Testimony showed that Mr. Pinsky is an insurance consultant for 
the Mine, Mill & Smelter Workers Union and that when this case was 
renewed in 1954 he was able to effect increased participation in the 
plan through his contacts with the union. Mr. Randall testified 
that Pinsky’s fee is paid from Mutual’s “portion of the retention, on 
the assumption that he was performing duties that would normally 
be performed by us, and he is doing it. He travels from San Fran- 
cisco to Butte, Mont., four times a year." ? 

A letter introduced into the record revealed that R: indall, as man- 
ager of Mutual's group department, wrote the company's general agent 
at Great Falls, Mont., on December 6, 1954 : 


As you —— know, it was necessary to agree to pay a 
service fee to Paul Pinsky who is the union insurance repre- 
sentative to help in the control of claims. This is normally a 
function of the agent or agents of record on the case. In view 
of the fact that the present agents of record on this case are 
not performing this particular function, this was necessary. 
At the present time we are paying a full agent of record com- 
mission and the full managers overwrite as well as all ex- 
penses of the group administration in Butte, Mont. In view 
of the fact that we did not plan on this expense when bidding 
our retention factor and that it was necessary to allow a fee 
in order to retain the business for you, we know you v ill n" 
an adjustment in the commission presently being paid i 


n 
order.** 


The amount of the fee paid Pinsky and whether he effected addi- 
tional participation in the plan and the control of claims, as alleged, 
are of only incidental interest. Testimony showed that the policies 
in this case are in the name of the union which decides where insurance 
will be placed. The subcommittee therefore seriously questions the 
practice of paying a fee to a union consultant, located in San Fran- 


= Ibid., p. 1226. 
* Idem. 
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cisco, to render services in Butte, Mont., when that consultant has 
some say “on the final determination of the сазе” Though Randall 
went on to say “that had nothing whatsoever to do with our paying 
him one-half of 1 percent,” * the possibility that Mutual obtainec 
this renewal because of this fee and/or paid it with that objective in 
mind is certainly not without support on the record. Moreover, the 
subcommittee believes that Pinsky’s receiving compensation from the 
insurance company while acting as insurance consultant to the union 
presents a clear case of conflict of interest. 

The subcommittee’s inquiries at both Mutual of Omaha and Com- 
panion Life were limited in time and number of cases reviewed. 
Therefore the situations examined represent only a minor portion of 
the business of these firms which undoubtedly is on the whole ca- 
pably administered. But, regardless of how minor the portion of 
ailments affected, the practices discussed are part and parcel of the 
ailments currently plaguing group welfare and pension programs to 
the detriment of the beneficiaries, which should be corrected. It is 
the subcommittee’s earnest hope that this limited inquiry and dis- 
closure will have a salut: ary effect on the group oper: tions of both 
companies., 


F. PHILADELPHIA FUR WORKERS UNION LOCAL 53 AND 
FUR DRESSERS & DYERS UNION LOCAL 196 


1. INTRODUCTION 


In the early summer of 1955, the subcommittee received informa- 
tion to the effect that a prospective eligible pensioner had been denied 
retirement benefits by the retirement fund of the Fur Dressers and 
Dyers Union Local 196. The circumstances appeared to merit in- 
vestigation and a staff representative was sent to Philadelphia for 
this purpose. The investigation revealed that there were close finan- 
cial and other ties between local 196 and local 53, the Philadelphia 
Fur Workers Union, and the investigation was broadened to encom- 
pass the latter. 

Fur Dressers & Dyers Local 196 represen ited workers at the mouton 
manufacturing plant of Workman & Co., Sixth and Jefferson Streets, 
Camde п, М. 3 The company за corpor: ition owned by three 
brothers, J. A. Workman, Morris Workman, and M. S. Workman. 
Their work, until the plant closed in November 1954, consisted mostly 
of Government contracts for fur collars used on jackets for the Ar med 
Forces. Israel Freedman, business manager of Philadelphia Fur 
Workers Local 53, was also business manager of local 196. 


2. HISTORY OF LOCAL 196 HEALTH INSURANCE PLAN 


Under terms of an agreement reached in 1946, Workman & Co, 
agreed to contribute 1.5 percent of gross payroll to a health insurance 
fund for its employees. In 1950, contributions were increased to 2 
percent of gross payroll. 

The union had complete control of the health insurance fund. The 
employer agreed to turn over the contributions to the union and no 
accounting was ever made to the employer and no other information 


æ Ibid., p. 1227 
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given him. The contributions were sent to the union office and were 
deposited in a separate account at a Philadelphia bank. 

Local 196 decided to self-insure the members. No trust agreement 

yas drawn and the health insurance plan was merely handled by the 
officers of the local as part of the business of the local, although the 
funds were kept in a separate account. 

Workman & Co. closed their plant on November 1, 1954, at which 
time a balance of $22,868.20 remained in the — insurance fund 
account. 


3. HISTORY OF THE RETIREMENT FUND OF LOCAL 196 


The retirement fund of local 196 was established by contract in 
October 1950, with an effective date of August 14, 1950. The fund 
was supposed to be set up in accordance with the Taft- Hartley Act 
with a trust agreement which was to be worked out by the parties. 
The contract was amended in April 1952, to provide ‘for a contri- 
bution of 2 percent of wages earned instead of 2 cents per hour, 
effective June 9, 1952. 

The parties c ‘ould not agree to the terms of a trust agreement. The 
union insisted on credit being given employees for past service and 
the employer wished to start afresh on August 1, 1950, with no credit 
for past service. No plan was ever set up, although contributions were 
made regularly by Workman & Co., aggregating $12,573.55. 

The checking account of the Fur Dressers & Dyers Union, Local 196 
retirement fund was kept at Broad Street Trust Co. in Philadelphia. 

The original signature card of the retirement-fund account of local 
196 contained three names: Israel Freedman, Frank Brownstone, and 
Joseph L. Stein. All three signatures were required for withdrawal. 
Joseph L. Stein is the employer representative and is the attorney 
for Workman & Co., with offices at 225 West 34th Street, New York 
City. The trustees of the retirement fund were suppose d to be the 
above 3 whose names were originally on the signature card of the 
fund account, the union members having 1 vote between them and the 
employer member (Stein) having 1 vote. Since eligibility require- 
ments were never agreed upon, no benefits were ever paid out of 
the fund. 

An examination of the local 196 retirement-fund checking account 
at the Broad Street Trust Co. revealed that the signature card was 
changed by a resolution filed on June 17, 1953, and signed by Charles 
Owens, as secretary of the retirement fund, replacing the original 
required signatures with those of Frank Brownstone and Alton H. 
Finck; Brownstone is an international officer and Finck is an officer 
of the local. The resolution was certified by Israel Freedman and 
sealed with the union seal. Stein was not aware of this change. 

After the signature card had been changed, the funds were with- 
drawn and deposited in other banks. Of these funds, $6,000 were 
deposited at the Walnut Street Federal Savings & Loan Association 
in the name of the retirement fund and $6,716.40 at the Pennsylvania 
Federal Savings & Loan Association. In both cases, the signatures 
on the cards were: Frank Brownstone, Israel Freedman, and Alton H. 
Finck. 
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4. INTERRELATIONS OF LOCALS 196 AND 53 


When Workman & Co. ceased operations in November 1954, the 
funds ($22,868.20) remaining in the health insurance fund were with- 
drawn and deposited in the account of the health insurance fund of 
local 53, on February 15, 1955. "This resulted from a so-called mer- 
ger of the two health insurance funds under the terms of a formal 
written agreement between the officials of local 53 and loeal 196. 

The assets of the pension fund were handled in much the same 
manner. The employer representative on the pension fund, Joseph 
L. Stein, testified at the hearings of the subcommittee on December 
2, 1955, that a compromise had been reached with the union on the 
disposition of the pension fund. Under the agreement, $3,000 of 
the fund would be used to pay the vacation claims of the former 
employees of Workman & Co., $500 would be paid to Mr. Stein as 
attorney fees and e xpenses, and $250 to Harold I. Cammer as attorney 
fees and expenses. The remainder of the fund was then to be merged 
with the pension fund of local 53 with the provision that former 
members of local 196 would become eligible for the benefits of this 
fund, if they met the requirements, and would receive credit for the 
time of their employment with Workman & Co. when contributions 
were made for their benefit. 


5. FUND INVESTMENT POLICY 


Immediately prior to the merger, the local 53 health fund had 
$19,774.43 on deposit in its checking account. On February 24, 1955, 
a check was drawn on the local 53 health insurance fund i in the amount 
of $25,000 payable to Harold I. Cammer as attorney, and on March 
8, 1955, another check to Cammer was drawn in the amount of $15,000. 
On or before December 17, 1954, another $15,000 check had been sent 
to Cammer out of the account of the union (local 53). For this 
purpose the local had borrowed from local 53's health insurance fund 
the sum of $6,500 and from the 53's retirement fund the sum of $4,500. 
These loans have since been repaid without interest. 

When asked about these payments to Cammer, Israel (Tke) Freed- 
man, business manager of the local, stated that the fund inve sted in 
a mortgage, through Cammer as its attorney, in the amount of $40,000 
at 5 percent interest. This mortgage was on property owned by the 
New Kinderland Camp Corp. and Camp Lakeland, Inc., and actually 
amounted to a prior claim in the amount of $40,000 on a $90,000 mort- 
gage held by the Sylvan Lake Holding Corp. 

The $90,000 mortgage is a consolidation of a series of 8 mortgages, 
7 of which were once held by the International Workers Order, Inc. 
(IWO). TheSupreme Court of New York found that the IWO was a 
Communist organization and ordered its liquidation by Alfred Boh- 
linger, the insurance commissioner? Bohlinger was about to fore- 
close the mortgages when Harold I. Cammer organized the Sylvan 
Lake Holding Cor p. which put up the money to purchase the assign- 
ment of the mortgages. 

It was at this time, on December 17, 1954, that local 53 sent to 
Cammer the first $15,000 check and it was not until December 27, 
1954, that the Sylvan Lake Holding Corp. acquired an interest in the 
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roperty. Therefore, it is a fair inference that the $15,000 sent by 
ocal 53 on December 17 was used by the Sylvan Lake Holding Corp. 
to acquire the mortgage. The local 53 fund did not acquire its inter- 
est in the mortgage until April 4, 1955. These facts indicate that the 
officers of local 53 were motivated by other considerations than the 5 
5 percent return on the $40,000 investment. 

Harold I. Cammer had suggested this investment to the officers of 
local 53 and, for this purpose, he organized the Fifty-Three Holding 
Corp., whose officers are H: arry Lukacher, president; Benjamin Met- 
coff, treasurer; Israel Freedman, secretary; and Frank Brownstone, 
director. Brownstone is an international officer of the union and the 
others are officers of the local. The employer re presentative, whose 
signature is required to withdraw funds from the local 53 health in- 
surance fund, was not named as an officer of the Fifty-Three Holding 
Corp. This employer representative is Lee Fuerstein, owner of Penn 
Fur Co., who approved of the investment but was surprised to learn 
that the mortgage is not in the name of the fund but is held by the 
Fifty-Three Holding Corp. created for this purpose. Cammer stated 
that he represented both parties in the transaction, but collected a fee 
from only one of them. 

Harold I. Cammer, attorney, was a sponsor of a conference of the 
Civil Rights Congress in New York (Daily Worker, June 8, 1949, 
у. 4). The Attorney General of the United States cited the Civil 
Rights Congress as subversive and communistic, in letters furnished 
the Loyalty Review Board and released to the иш by the United 
States Civil Service Commission on December 4, 1947, and Septem- 
ber 21,1948. The Attorney General redesignated the organization on 
April 4, 1953, and included it on the April 1, 1954, consolidated list 
of organizations previously designated. The ¢ Committee on Un-Amer- 
ican Activities cited the Civil Rights Congress as an organization 
“dedicated not to the bro: der issues of civil liberties, but specifically 
to the defense of individuals who are either members of the Commu- 
nist Party or openly loyal to it." The Daily Worker of May 26, 1954, 
reported that Harold Cammer was elected to the board of trustees 
of the National Lawyers Guild, New York City Chapter, for the year 
1954-55. The Special Committee on U n-American Activities cited the 
National Lawyers Guild as a Communist-front organization. 

After the liquidation of the IWO, Cammer organized the Sylvan 
Lake Holding Corp. which assumed the mortgage on Camp Kinder- 
land and Camp Lakeland. ‘The officers of this corporation were Simon 
Federman, president; Abraham Estersohn, secretary, and Sam Nel- 
son. Federman testified before the Un-American Activities Commit- 
tee on May 4, 1950, as a representative of the American Federation 
for Aid to Polish Jews. He appeared to oppose Communist control 
legislation but stated that he was never a member of the Communist 
Party. 

The Daily Worker of November 12, 1951, reported that Simon 
Federman was to speak at a memorial meeting of the Civil Rights 
Congress. The Attorney General of the United States cited the Civil 
Rights Congress as subversive and Communist. Federman also spoke 
at the “Save the IWO” conference at the Hotel C apitol on January 26, 
1952, against proceedings for dissolution of the International W orkers 
Order (Daily Worker, Jan. 28, 1952). 
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Kinderland and Camp Lakeland are operated on property 
х ев the the $40,000 mortgage. The Joint Legislative Committee of 
the State of New York on Charitable and Philanthropic Organiza- 
tions conducted hearings during August 1955. Dave Greene, repre- 
sented by Ralph Shapiro, an associate of Harold Cammer, of 9 East 
40th Street, New York, stated that he had been manager of Camp 
Lakeland, Inc., which includes Camp Kinderland, since March 1954. 
When asked if he gave regular lectures at the camps, Greene declined 
to answer on the grounds that his answer might tend to incriminate 
him. He submitted to that committee the cultural program for 1955 
for Camp Kinderland, which contains a recommended list of reading 
material including writings by Foner, who was identified as a Com- 
munist Party member during the New York State emen: also 
books by Howard Fast and Shirley Graham, and such Communist 
publications as Jewish Life Magazine and 1 'eoples Artists Song Books. 
Mr. Greene was also mentioned in the opinion of Justice Greenberg, 
of the Supreme Court of New York, as a well-known Communist 
Party member who was also an active official of the International 
Workers Order. 

Israel Freedman, business agent of local 53 and trustee of the local 
53 welfare fund, testified in the hearings of the subcommittee on 
December 5 and 6, 1955, that had he known of the Communist con- 
nection of these camps he would not have allowed the investment of the 
$40,000 to take place. One of the most obvious duties of trustees is a 
thorough investigation of a contemplated investment of such funds. 
The merest inquiry into the management of Camp Lakeland and Camp 
Kinderland would have revealed the fact to Freedman or to any other 
trustee that at the time of this $40,000 investment, these camps were 
managed by Dave Greene, a notorious Communist Party member and 
active official in the now defunct International Workers Order. There 
appears to be little doubt that half the assets of the insurance fund of 
local 53 have been channeled into investments where the primary goal 
was not a safe and reasonable return for the welfare of the beneficiaries, 
but the bolstering of an enterprise devoted to the overthrow of thia 
Government. 


G. SOCIAL SECURITY FUND OF THE DISTILLERY, REC- 
TIFYING, WINE AND ALLIED WORKERS INTERNA- 
TIONAL UNION OF AMERICA, A. F. OF L. 


This welfare fund was established in 1948 through collective-bar- 
gaining negotiations. . It provides broad life and casualty insurance 
benefits for over 23,000 distillery workers and their dependents 
throughout the United States and Canada. It is financed entirely by 
contributions from some 550 employing firms in the wine and x 
industry. The annual income of the fund currently runs to about $ 
million, The fund is managed by 6 trustees, 3 representing the union 
and 3 representing the employe rs. Its main office is in Union City, 


N. J. 
1. PAST ADMINISTRATION 


Insurance benefits to covered employ ees were provided through the 
Security Mutual Life Insurance Co. of Binghamton, N. Y., from Oc- 
tober 1949 to September 1955. During most of that period this car- 
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rier paid high fees and commissions to the broker and agent, Louis B. 
S: iperstein, of Newark, N. J., and to the international union through 
one Sol Cilento, who at the time was an international officer and a 
union trustee of the welfare fund. 

Certain aspects of this welfare fund were investigated by New York 
authorities in 1954. As the result of this inv estigation, it was alleged 
that Saperstein had kicked back portions of his commissions to Cilento 
and to two other individuals; one George Scalise, ousted president of 
the Building Service Employ ees’ International Union, who was sen- 
tenced in 1940 to 10 to 20 years for stealing union funds; and one 
Anthony Carfano, alias “Little Augie Pisano,” a prohibition era 
racketeer and associate of the late Al Capone. It was further alleged 
that some $540,000 had been “kicked back” by Saperstein to these three 
individuals over a Туеаг period, $299,000 of it since September 1, 1953, 
the date a New York law became effective m: aking it a crime for a 
labor official to accept a bribe. On February 15, 1955, a New York 

'ounty grand jury indicted Cilento, Scalise, and Carfano for bribery 
and conspiracy. Following petition, however, the indictment was dis- 
missed on May 17, 1955, by Judge Jonas Goldstein, general sessions 
court, New York City, who, at the same time, urged the enactment of 
laws to punish such *morally reprehensible and ethically indefensible 
acts." In noting that Cilento as a union trustee was criminally un- 
accountable for his misdeeds, Judge Goldstein commented : *Unfor- 
tunately, a trustee of a union welfare fund, exc ept when he commits 
larceny, is not chargeable with a crime for violating his trust even 
though he simultaneously be an officer of the union.” 


2. PRESENT ADMINISTRATION 


In November 1955, staff members of the subcommittee visited the 
offices of the social- security fund at Union City, N. J., to ascertain what 
changes, if any, had transpired since the 1954 New York investigation. 
Messrs. Melvin M. Dykes and Victor Feingold, manager and counsel, 
respectively, of this welfare fund, were interviewed at that time. Both 
later testified at the subcommittee's hearing on December 2, 1955. 

According to the testimony, Sol Cilento resigned after 1954 as a 
union trustee of this welfare fund and as an ófficer of the international 
union. Hecontinues as executive vice president of this union's power- 
ful local No. 2 in New York City. Cilento was replaced, both as a 
union trustee and as an international officer, by George J. Oneto. 
The other two present union trustees of this fund are Joseph O'Neill 
and Mortimer Brandenburg, both of whom are international officers of 
the union. 

Tt was also disclosed in testimony that on October 1, 1955, security 
mutual was discontinued as insurance carrier and this welfare fund 
became self-insured. Shortly thereafter, Dykes’ salary as manager 
of the fund was increased from $13,000 to $25,000 per year with an 
additional 2 months’ salary Christmas bonus arrangement. Fein- 
gold’s retainer was increased from $10,000 to $25,000 per year. Dykes 
admitted i in his testimony that he is a nephew of Sol Cilento by mar- 
riage and added that he has been manager of this welfare fund since 
1948. He claimed a working knowledge of insuranace matters which 
was gleaned from courses in New York night schools. He admitted 
having no previous experience in the insurance field. He had for- 
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merly worked as a clerk in local No. 2, of which Cilento is an officer. 
Although Dykes was manager of this fund at the time Saperstein 
was making the alleged kickbacks to Cilento and the others, he testi- 
fied he was not aware of such transactions. It was also established 
that this welfare fund has engaged no full-time professional or actu- 
arial personnel despite the fact that it is self-insuring a risk approxi- 
mating $3 million annually. 

Each of the 6 welfare fund trustees receives $1,200 a year plus 
reimbursement of expenses incurred in attending meetings of the board 
of trustees. 

According to the testimony, two of the union trustees of this fund, 
in addition to receiving salaries as union officials and a fee and expenses 
as trustees, also are paid as welfare representatives of the fund. One 
of these, George J. Oneto, is secretary-treasurer of the international 
union, a trustee of the welfare fund, and also welfare representative 
for local No. 1 of New York City. It was testified that in his position 
as welfare representative, Oneto receives $735 a month from the fund. 
Another, Mortimer Bradenburg, in addition to being a trustee, is vice 
president of the international, president of local No. 2, New York City, 
and welfare representative for the same local. According to testimony 
adduced, he receives $773.35 a month from the fund as welfare repre- 
sentative. 

The third union trustee, Josep D. O’Neill, is permanent chairman of 
the board of trustees, president of the international union, and was, at 
least as of October 1954, president of local 62 in Chicago, Ill. 

During the testimony, it was brought out that at a meeting of the 
board of trustees on July 20, 1955, an employer trustee questioned this 
situation of union trustees holding these various positions in the light 
of an earlier statement by George Meany, president of the then A. F. 
of L., to the effect that no paid union employee should be a paid welfare 
representative. It was further testified that, according to these same 
minutes, Chairman O'Neill replied that Mr. Meany had considerably 
altered his position (in this regard). 

Testimony at the — also developed that Edward O'Neill, son 
of Joseph D. O'Neill, acts as his father's administrative assistant in his 
capacity as permanent chairman of the board of trustees. The fund 
reimburses Edward O’Neill for expenses incurred in so assisting his 
father, and also pays him $800 a month as a welfare representative. 

Edward O'Neill was, as of October 1954, business agent for local 62, 
Chicago, of which his father was, as of that date, president. 

Another son, Thomas O'Neill, according to the testimony, receives 
$390 a month as a welfare fund representative. 


3. COMMENTS 


The subcommittee, in reporting these situations, definitely does not 
want to convey the impression that this welfare fund, its operations 
and administration, is bad throughout. The subcommittee has no 
ev idence е ѓо support such a conclusion, and the inquiry which was made 
by the staff was on a very limited basis. According to figures and 
information supplied by fund officials, reserves and surplus of this 
fund as of March 1956, amounted to $3 million, of which $2.5 million 
is invested in United States Government bonds, and the remainder 
deposited in banks to cover current claims and operating expenses of 
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the fund. Monthly audits are conducted and an annual report is 
prepared by certified public accountants. The report reflecting the 
financial condition of the fund and containing, among other things, 
a statement of the assets, reserves, liabilities, and total annual income 
and expenses is printed and distributed. Further figures supplied 
were to the effect that total administration costs for a 7-year period 
of operation ending September 30, 1954, were 7.86 percent of con- 
tributions; accident and sickness benefits totaling over $7 million, and 
death claims totaling $1.7 million had been paid from the inception of 
the program and up D April 30, 1955. 

However, there are definite phases of the administration and opera- 
tion of this fund concerning which the subcommittee has some reserva- 
tions and about which it feels it must comment. 

The subcommittee has repeatedly questioned the propriety of pay- 
ments for welfare functions to individuals who hold other full-time 
paid positions, whether they represent union or management. It is 
extremely difficult to understand just how the individuals in this case 
could competently fulfill the obligations and duties attendant to the 
3 and 4 positions —* held. 

With respect to Edward and Thomas O'Neill, sons of the permanent 
chairman of the board of trustees, and their holding both local and 
welfare fund positions, this situation certainly suggests a possibility 
of nepotism on the part of Mr. Joseph O'Neill. 

The substantial increases in salary received by the manager of and 
counsel to the fund at the time it became self-insured perha ips can be 
justified. However, at least with respect to the manager, when con- 
sideration is given to the fact that he admittedly had little insurance 
or business experience, other than having worked for the internation: ul 
union and one of its locals, to qualify him for such a responsible posi- 
tion; to the fact that he was manager of the fund at the time of the 
alleged kickbacks from the broker, Saperstein, to Cilento; and to his 
ге]: ationship by marriage to C ilento, the subcommittee feels that it is 
justified in viewing suc *h an increase critic ally. 

All of these procedures may be proper. However, they are cer- 
tainly practices which can lead to abuse, can result to the di iment 
of the benficiaries of the fund, and which the subcommittee views 
with extreme concern and believes should be corrected. 


H. UNITED ASSOCIATION OF JOURNEYMEN AND АР- 
PRENTICES OF THE PLUMBING AND PIPEFITTING 
INDUSTRY OF THE UNITED STATES AND CANADA, 
A. F. OF L. 


In addition to actual abuses in welfare funds, the subcommittee 
encountered two cases wherein local unions engaged in reprehensible 
practices, contrary to the Jaws of their own international, under the 
guise of welfare plans. 

In these two cases there actually were no welfare plans or programs 
in existence. The term has been applied to certain operations of a 
union local in order to acquire a semblance of legality insofar as the 
international union is concerned. The usage of the term welfare 
jan in these instances tends to discredit bona fide welfare plans. 
For this reason, information concerning these two operations is being 
included in the report. 
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1. LOCAL UNION NO. 102, KNOXVILLE, TENN. 


This local is composed of journeymen and apprentices eligible to 
work in (1) the jurisdiction of the building and construction trades 
department of the A. F. of L., and (2) the jurisdiction of the metal 
trades department of the A. F. of L. As of April 30, 1955, this local 
had a membership of 2,356 persons. 

Included in the jurisdiction of the local within past years have been 
major construction jobs in connection with atomic-energy installa- 
tions at Oak Ridge, and with the Tennessee Valley Authority. Dur- 
ing the time that these jobs were in process, large numbers of 
plumbers, steamfitters, and steamfitter welders worked in the area and 
‘ame under the jurisdiction of local 102. At times these crafts em- 
braced as many as 25,000 men. As the construction peak rose and 
fell there was, of course, a corresponding rise and decrease in the 
number of such employees. 

Local 102 could not fill these job orders from its own membership; 
members of the United Association of Journeymen from other locals 
came into the area to work. Though the number of members of the 
association employed in the area fluctuated greatly during the period 
1943-55, the membership of local 102 did not change accordingly 
since, generally, it refused to take these men from other locals into 
its membership. This is contrary to section 162 of the constitution, 
bylaws, rules of order, and jurisdiction of the association. Section 
162 provides, in effect, that a member shall pay dues to the local having 
jurisdiction in the area “as soon as he accepts employment in their lo- 
cality," and closes his account with the local to which he had been 
attached as soon as the latter is notified of his employment in the new 
locality. 

The membership of the local has increased, to some extent, but the 
increase falls well behind the increase in the number of United Asso- 
ciation of Journeymen members working in the jurisdiction of local 
102. 

Under the procedure followed by local 102, a journeyman member 
from out of the area first reports to the headquarters of the local. He 
cannot proceed directly to any job and will not be employed by a 
contractor until he has been referred to the job by a business agent 
or official of 102. Though these out-of-town members must contact 
the local, prior to working, the union does not maintain any permanent 
and complete record of these workers and is unable to report at any 
given time with accuracy the number of such members working in the 
area. 

Beginning some years ago, apparently in about 1942 or 1943, so far 
as could be determined, local 102 instituted a practice commonly re- 
ferred to as “doby.” The expression is a colloquial contraction of 
«eive me the dough boy." The practice simply consists of collecting 
a fee from out-of-town workers for the privilege of working in the 
area. “Doby” is not paid by members of the local itself, but only by 
members from other locals. Thus, the imposed limitation of member- 
bership enabled the local to collect more “doby.” Further the proceeds 
from “doby” are all kept in the local and no percentage is sent to the 
international, as is done with respect to dues. 

The amount of the “doby” payment varies. In the instance of local 
102, so far as could be determined, the amount has been $2 per week 
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since sometime in 1952; prior to that date it was $1. Apprentices 
seldom pay **doby? but when they do it it is generally a lesser amount 
than paid by regular members. 

Subcommittee investigators received a number of estimates as to 
the amount of “doby” collected by local 102; one was that between 
1943 and 1949 “doby” income a )proximated $40,000 a week; from 
1949, due to reduction in the working force in the area, the estimated 
income from this source ranged between $400 to $6,000 a week. The 
subcommittee desires to emphasize that the above are estimates only; 
the figures for the period 1942 through 1950 were not available at local 
102. The figures available for the period 1951 to April 1955 were 
the union’s own and impossible to verify. However, it was generally 
admitted by union officers and others interviewed that the practice 
of collecting “doby” has been in effect; that thousands of members 
paid “doby”; that it was paid as far back as 1942 or 1943, and the 
moneys secured from this source are deposited with, and expended as, 
general funds of the local. 

Under section 158 of the constitution of the United Association, as 
revised and amended at Kansas City, Mo., September 10 to 14, 1951, 
practices such as the collection of “doby” are forbidden. The sec- 
tion provides, in part— 


* + * that when a member deposits a clearance card in the 
roper sister local * * * he shall not be subject to “waiting 
fists” * * * Nor shall any monetary contribution be accepted 
from him for the privilege of working. 


(A clearance card is provided a member, for a fee, when he desires 
to leave the jurisdiction of his own local to work in the jurisdiction 
of a sister local.) 

From information developed it appears that international repre- 
sentatives advised local 102 officials of the fact that the collecting 
of “doby” was contrary to the constitution of the international some- 
time in late 1951 or early 1952. 

Minutes of meetings of local 102 for the period January 1950 
through July 1955 were available and were received. There was 
no mention of “doby” as such. However, the minutes of a meeting 
of July 24, 1952 reflect, under new business that— 


Brother Elliott brought up about the $1 charged to out-of- 
town men. A motion was made and seconded to remove any 
charge of $1 from the books. Motion carried. A motion 
was made and seconded to charge all out-of-town men $2 
per week for a sick and welfare fund payable in advance. 
Motion amended. This motion to stay on the book for 2 years. 
Motion carried. | 

The secretary who kept the above minutes, in longhand, was un- 
able to shed any light on how the “motion [was] amended.” 

Under the provisions of the above motion, local 102 continued to 
collect “doby” but labeled it contributions to a sick and welfare fund. 
This procedure was still in effect at the time of the subcommittee's 
inquiry in July 1955. Income from “doby” is carried on the books 
of the local under a heading of “Local Assessments,” and is included 
in such figures in all reports to the United Association. The financial 
secretary was questioned as to whether this procedure is followed 
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in order to not disclose to the association the receipt of such “doby” 
payments. He denied that there were any ulterior purposes in how 
this money was being reported and was of the opinion that the as- 
sociation was cogniz: ant of its being included in local assessments. 

The job steward on each site informs the new employees of this 
fund and the necessity of their contributing to it. Each new worker 
is provided with a small card captioned “Plumbers and Steamfitters, 
Local No. 102—Relief and Welfare.” The cards are issued for each 
quarter and are numbered in longhand. On the reverse side are spaces 
for entering the dates of payment. The job steward makes his collec- 
tions on the first day of each week. At that time, in addition to col- 
lecting the money, he picks up the card of each man paying; the card 
is brought back to union headquarters; the date of the payment is 
st: imped thereon by the financial secretary at the time the steward 
turns in the money. The card is then returned to the member. The 
job steward also prepares a list whereon he names all individuals 
paying him dues, assessments, initiation fees, and “doby,” and the 
amounts each has paid in each of these categories. “Doby,” or pay- 
ments to “relief and welfare” are not entered as such on this list but 
are placed in the column “local assessments.” 

From the lists prepared by the job steward it is possible to pick out 
those paying to “relief and welfare” and those individuals who pay 
dues to the local. However, local 102 has no records which can be 
used to insure that the job stewards are turning in all of the money 
they receive for relief and welfare. They depend on the stewards on 
each job to maintain contact with out-of-town men, and to collect from 
them the payments to relief and welfare. 

The possibility of an out-of-town member not paying to relief and 
welfare was explored. This was stated to be improbable because when 
an individual did not pay, this fact was brought to the attention of 
his home local, which will not allow him to work in his own area until 
he pays *doby" to the foreign local. It was further stated that if a 
man did not pay, it was always possible to find an excuse for having 
him fired—‘something always happens to a man who refuses to pay.” 

Union officials interviewed did not deny that steps were taken with 
other locals, if necessary, to make sure that an out-of-town member 
paid all local assessments; that steps would be taken to have a nonpay- 
ing individual fired, was denied. ` 

Mr. Edward Richie, financial secretary of local 102, fully admitted 
that no welfare benefits are paid from the sums accumulated from 
payment to relief and welfare. It was his contention, however, that 
the men understood that this was not a welfare fund and that no bene- 
fits would be paid therefrom. The subcommittee staff was told that 
some of the men did consider that they were contributing to a welfare 
fund, and they did expect benefits. None of the “doby” men actually 
interviewed however were of that opinion. The unlikelihood of the 
men thinking that this was a real welfare fund is enhanced by general 
knowledge that the payment of “doby” is prevalent in the construc- 
tion trades; that other locals of the united association exact suc h 
payments, and that other locals cooperate in enforcing the “doby” 
charged by local 102. 

From the job stewards’ reports, the subcommittee staff was able to 
determine the amount of money which was turned in by them as “doby” 
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payments during the years 1951 through 1954, and for the months of 
January through April 1955: 








| Amount of 


Total mem- , » 
Me x : | жаг Local assess- | Net worth at “doby” pay- 
Fiscal year ending— | bership at ments ! year end ments in 


year end 


Increase 


June 30, 1949 ы $18, 472 $149, 186. 

June 30, 1950 ; ! 29, 151, 289, 5: $2, 103. 57 |.. 

June 30, 1951 20: 56, 75 197, 384. 08 46, 094. 50 2 $13, 093. 00 
Se eee : 38, 486. 05 204, 507. 6: 7,123. 56 7,120. 50 
(0005 ассан ‚ 13 39, 03: 192, 836. 5X (11, 671. 05) 9. 419. 25 
June 30, 1954 2. 23: 97, 183. 5: 255, 921. 66 63, 085. 07 42, 185. 00 
Apr. 30, 1955. 2, 356 (5) (3) + 57, 663. 50 


а — — — 129, 431. 25 


1 According to audit report prepared by certified public accountant, 
? For 6 months ending June 30, 1951. 

3 Not available. 

* For 10 months ending A pr. 30, 1955. 


NOTE.—Figure in parentheses represents à decrease. 


The above table shows the amount of “doby” in relation to the local 
assessments and the various increases and the decrease in net worth 
for fiscal years. Though the “doby” receipts for the first 10 months 
of the year 1954-55 were heavy, at the time of the staff’s inquiries in 
July 1955 there were relatively few “doby” men in the area. 

Because of the inclusion of these “doby” payments in the general 
fund of the local, a review was made of audit reports for fiscal years 
1951 through 1954 to determine if there were extraordinary expenses 
which would necessitate the collection of “doby” or to which such 
income might have been directed. The only pertinent information 
noted was that (1) in late 1951 the local purchased a building for its 
headquarters at a cost of $72,000; at present, this building is shown 
on the local’s balance sheet as “Building and improvements—$97, 
549.35"; (2) the local gave parties for the membership in 1954, 1953 
and 1952, the costs of which were $4,613.74, $6,939.79, and $357.44, 
respectively; (3) the operating costs of the local, as far as could be 
ascertained from these audit reports, were approximately: 


= . Percent of 
For year ending: income 


ше 30. 3807. seco 
June 30, 1952... 
јоне Ор 1308. s 
June D а à 
The —— cannot state positively tha! it $129,431.25 was all 
that was collected as “doby.” Further, it is impossible, from union 
records, to state just how much,the stewards should have collected as 
the union maintains no separate lists of out-of-town members. At 
tempts were made to secure this information from the various con- 
tractors in the area but though they could give the names and numbers 
of the men who kad been in their employ they did not know just which 
ones were members and which were from out of town. 
The subcommittee does not intend to argue the merits of paying 
“doby”—of making men pay to work. The United Association con- 
siders the practice wrong; its constitution specifically forbids it. It is 
hard to understand therefore how it continues on a lar ge scale without 
the association taking steps to have it stopped. 








WELFARE AND PENSION PLANS INVESTIGATION 291 


The subcommittee does condemn the practice of collecting this 
money under the subterfuge of contributions to a relief and welfare 
fund. 


2. PIPE FITTERS LOCAL UNION NO. 211, HOUSTON, TEX. 


During the years 1951 to 1954, local No. 211 had a sick and welfare 
fund which was made up from *doby" payments. In 1954, at the 
instructions of the United Association, the fund was discontinued. 
“Doby” payments varied between $1 and $8 per week per man; the 
reasons for this variation could not be determined. There were never 
more than 500 “doby” paying members in the area at one time. 

Minutes of meetings of local 211 showed that the fund was originally 
agreed to by the membership e arly in 1951. At the time there were 
many large construction jobs in the area. Union officials said that they 
knew at the time that the collection of “doby” was contrary to pro- 
visions of the constitution of the United Association, and they made 
no attempt to set the welfare fund up in accordance with the Taft- 
Hartley Act. However they went ahead because as they said many 
other locals of the association had similar sick and welfare funds. 

According to the secretary-treasurer of the local, approximately 
$90,000 was collected during the existence of the fund, and there was 
approximately $25,000 in Government bonds and cash at the time 
the fund was discontinued. 

Records made available, however, from the aforementioned officer 
reflected that payments to the fund, during the period, February 1951 
through July 1954, totaled $94,602.75, and at the time the fund was 
discontinued it had a deficit balance of $419.69. The following table 
will reflect the operations of the fund as found in the records provided 
the staff by the secretary-treasurer : 


Payments: February 1951 through July 1954: Percent 
РОН ПОНЕО... травна ——— ÀÓ $94, 602. 15 
Election day contributions...... —— RPM 880. 40 


Donations: Benefits paid, February 1951 through July 1954... ‚682. 86 739.8 
Expenses -------- = ee = : 90, $80.36 22. 
'Transfers to building fund not returned to sic ck and welfare 

ОНО; БОР ТООЛ EEE ggg EEEE P E A EEEN -.. 87,264, 62 39.4 

Total paid out... — — — аа . 

Deficit at discontinuance of fund. s . FE AE (344. 69) 
Deficit in fund per records of local — А база (419. 69) 
Less error in computing donations for May ; 1951 ива — 75. 00 


(344. 69) 

! Percentages are of "doby" payments, 

From the above it will be seen that of the money collected only 39.8 
percent or $37,682.86, was returned in the way of benefits. With 
respect to benefits, the records showed that generally speaking the 
minimum payment was $25 and the maximum $100. Benefits were not 
paid to the individuals paying the “doby”, but only to members of 
local 211 who, of course, did not contribute to the fund. It was ad- 
mitted that there was no schedule of benefits, nor any established 
pattern followed in paying them. The records showed only that a 
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benefit payment had been made and to whom. There was no infor- 
mation as to the purposes for which the benefits had been paid. It was 
stated that it was also the practice to establish a special fund to receive 
donations for a sick member ; the amounts collected through donations 
always exceed direct grants from the fund. 

The financial secretary advised that at one time approximately 28 
stewards were collecting this “doby.” He admitted that it had been 
rumored that the stewards did not turn in all the money collected, but 
claimed that he had no information or evidence to substantiate these 
stories. He further pointed out that he was only accountable for what 
the stewards turned in. The stewards issued numbered receipts to 
those workers who paid “doby”; carbon copies of those receipts were 
returned to the union. It is believed that no checks were made to 
ascertain if all “doby” payments were properly receipted and trans- 
mitted to the union. 

A trifle over 22 percent of the “doby” payments, or $20,880.36, went 
for expenses. These expenses broken down were as follows: 
Expenses: 

ааа О 

Secretarial expenses...... b b dd dab ed _. 6,240. 00 


Other charges to fund: 
Transferred to joint apprentice committee... 
Срушио довановв ھا‎ vv یت یھ پټ ےنلچ‎ а خن ی و‎ SSO. 40 
Organizing reimbursement... — E 500. 00 
'Transfer of collection for disabled membe а LD 443. 18 
Delegation to eonvention á 1, 350. 00 


сф . 4 н t, 573. 50 


Y 747. 08 


инь покои бокалы риа iU 880. 36 

It will be seen that it took $13,133.28 or 13.8 percent of the “doby” 
payments to expend $37,682.86, in benefits. This would appear to be 
expensive administration. W hy transfers to an apprentice committee, 
organizing expenses, and expense for sending a delegation to a con- 
vention naid come from funds received for a sick and welfare fund 
was not answered. 

The subcommittee applauds the action of, the United Association 
in bringing about the discontinuance of the sick and welfare fund. 
It is sincerely hoped that it will take similar action with regards to 
(1) the welfare fund of local 102 in Knoxville, and (2) sev veral other, 
unidentified funds, mentioned by the secretary-treasurer of local No. 
211 at Houston. 

A copy of this report will be transmitted to the United Association 
so that they will be officially aware of the situation in Knoxville and 
be in a position to take appropriate action. 








VIII. STAFF CONFERENCES OF RECORD 


Four conferences of record were held by subcommittee staff mem- 
bers with insurance, banking, industry, and labor representatives. 
These are summarized below very briefly; in fact, space limitations 
have made these synopses mere thumbnail sketches of conferences 
which in each case were informative and thought-provoking. Tran- 


scripts of the conferences are on file with the subcommittee. 


SURANCE REPRESENTATIVES PANEL DISCUSSION 


In response to an invitation extended by the subcommittee’s chief 
counsel, the following representatives of the insurance industry joined 
with subcommittee staff members on August 4, 1955, in Washington, 
D. C., in a discussion of pension and w elfare plans: Ray M. Peterson, 
vice president and associate actuary, Equitable Life Assurance Society 
of the United States; C. Manton Eddy, vice president and secretary, 
Connecticut General Life Insurance Co.; Edmund B. Whittaker, vice 
president, Prudential Insurance Co.; Reinhard A. Hohaus, vice presi- 
dent and chief actuary, Metropolitan Life Insurance Co.; Edmund 
P. Tobin, president, Union Labor Life Insurance Co.; Robert A. 
Crichton, counsel, American Life Convention; Charles D. Williams, 
actuarial assistant, Life Insurance Association of America; Paul H. 
Walker, assistant counsel, Life Insurance Association of America; 
Robert R. Neal, Bureau of Accident and Health Underwriters, Health 
and Accident Underwriters Conference. 


1. TYPES OF INSURED PENSION PLANS 


The discussion opened with an explanation of the two major types of 
insured pension plans: the deferred annuity, and the deposit adminis- 
tration contracts. 

The distinguishing features of the deferred annuity are: (1) the 
moneys are allocated immediately to accounts of individuals when 
contributions are paid; (2) the insurance company is fully responsible 
for the benefits to be provided, and (3) the plan may be applied to 
small groups. 

The deposit administration contracts differ in that: (1) the employer 
contributions are placed in an unallocated pool which accumulates 
interest at a guaranteed rate until an employee retires, at which time 
the money is withdrawn to purchase an annuity for the individual; 
there is no allocation of moneys to individuals prior to retirement; 
(2) the employer has the sole responsibility for the adequacy of the 
fund until the individual retires, at which time the responsibility with 
respect to that individual shifts to the insurance company, and (3) this 
type of contract is conveniently applied, generally speaking, to larger 
groups—100 or more persons. 
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2. GROUP INSURANCE PLANS VERSUS CORPORATE TRUST PLANS 
(A) CHARGES FOR ADMINISTRATION 


The subcommittee's chief counsel mentioned that various sources 
had suggested that the insurance industry was not in a favorable 
competitive position to write group annuities because of an alleged 
5-percent “loading” charge which was added to the cost of the con- 
tracts. One spokesman replied that there was no merit to the assump- 
tion. In support of this contention, another stated— 


The insurance company determines a certain price that it feels 
it should have in order to promise to pay a certain benefit. 
That is made up of three elements: an interest assumption, a 
mortality assumption, and a provision for expenses and con- 
tingencies. If the insurance company doesn’t need that 5 
or 8 percent, then the actual cost of the program emerges 
through the dividend or the surplus distribution process. 


It was stated that in actual practice the expenses charged approximate 
only 1 to 115 percent of contributions, and this includes commissions, 
State premium taxes, and all administrative expenses. 


(B) TAX DISADVANTAGES 


With respect to the tax disadvantages of an insured plan as opposed 
to the corporate trust type plan, one conferee said, *I think, as to the 
Federal income tax, there is plenty on the record as to the discrimina- 


tion which we now suffer." The conferees explained their policy thus, 


‘ж 


our position has always been that we were not asking the banks 
to be taxed, but that the insurance companies be eliminated from the 
tax. * * *" (Provisions to correct this are included in a bill already 
passed. by the House.) 

In addition to the Federal income tax, it was pointed out that in- 
surance companies are subject to a 2-percent premium tax in about 
half of the States where business is done. The premium tax on 
annuities, however, averages about three-quarters to seven-eighths 
of 1 percent because it is applicable in about 50 percent. of the cases, 
it was stated. “There is evidence that States are showing a tendency 
to reduce or eliminate premium taxes on annuities, recognizing the 
difference between payments for annuities which are essentially thrift 
and savings, and for future benefits, as against insurance payments 
which are for current protection.” 


(C) INVESTMENT LIMITATIONS 


The consensus of the panel was that the insurance industry has not 
found the limitation of its investments in common stocks to three 
percent in New York, for ex: unple, as against a recent law sanctioning 
investments in stocks up to 35 percent “for the normal type of trust, 
a competitive disadvantage. “We do not feel that the New York law 
relating to the investments of life insurance companies is unduly re- 
strictive,” said one representative. He added that his company has 
found other satisfactory avenues of investment. 

The theory was advanced that if the employer invests in common 
stocks in order to enjoy capital appreciation to offset future increases 
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in pension obligations or to permit him to augment his pension prom- 
ises, the successful outcome will depend to a large extent on whether 
the Internal Revenue Service requires him to take credit for c capital 
appreciation by reducing his current contributions. “If this hap- 
pens,” it was explained, “the capital appreciation flows solely to the 
employer’s benefit and not to the employee’s benefit * * *” and thus 
will not be available at some future time to provide increased pension 
benefits. 


3. LEGISLATION 
(A) FEDERAL VERSUS STATE 


Concerning legislation, one spokesman said, “* * * we feel that 
any Federal legislation i in this field should be of a — which would 
accomplish its purposes through an amendment to the Taft-Hartley 
Act, and should be limited to disclosure provisions pretty much along 
the lines of the so-called Gwinn bill, which is H. R. 9705.” He added 
that any legislation beyond disclosure which relates to insurance 
should be at State level and should apply only to joint-trustee union 
welfare plans as contrasted to the unilateral type of plan. 

The distinction between the two types of plans was based upon a 
comparison of responsibility. Explained one of the conferees, “In 
the one instance, you have trustees who are accounting for moneys for 
the benefit of all employees, and you have the other case where the 
employer has bargained for bene fits as such; so long as adequate bene- 
fits are provided in compliance with the bargaining agreements, 
then the supplying of those benefits fulfills the obligations, the con- 
tractual and the bargaining obligations, of the e mploye r.” He added, 
“Our distinction is based upon the trust element." "This position re- 
ceived further support from the other insurance representatives, with 
this added observation, *None of us saw any necessity for any legisla- 
tion to curb abuses in pensions because we couldn't find that there 
were any.” 

(B) DISCLOSURE 


It was stated that the attitude of the insurance industry with respect 
to what information should be disclosed (on the joint trusteed type 
plan) follows the basic provisions of the Gwinn bill, or something 
closely akin thereto. “As contemplated,” it was said, “there are basic 
facts which would be of benefit to employees and to the public at 
large.” In this connection conferees mentioned such things as the 
amount of commission paid, and the basic retention figures of insur- 
ance companies. 

One representative cited a portion of a speech which he made on 
pensions before the Commerce and Industry Association of New 
York. He stated then that there is a need for governmental super- 
vision of trusteed pension plans “that will require full disclosure of 
a plan’s financial operations, funding assumptions, magnitude of 
reserves and contributions, and also require advance approval of all 
statements to employees describing benefits. In short, a form of 
supervision that will encourage a high order of responsible conduct 
and yet preserve the unique characteristics of trusteed plans as con- 
trasted with insured plans.” It was conceded that inherent in the 
proposal was the fact that an administrative agency should be dele- 
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gated sufficient powers to enforce the disclosure statute. No position 
was taken as to whether the administrative, machinery should be 
established at the Federal or State level. On this particular aspect 
of the pom one representative suggested the Publie Law 15 
approach. It was his opinion that Federal laws could be enacted in 
this particular field which would apply so long as the States did not 
enact laws governing the subject matter. The proposition was ad- 
vanced as “a sort of license for the States, or a notice to the States, 
to act in this field. And once they act, then the Federal law would 
not apply.” 

The insurance industry apparently had not crystallized its think- 
ing as to which agency should receive the disclosure reports in the 
event that legislation was enacted at the Federal level. One person 
suggested that “One agency to whom that disclosure might be made 
would be the Internal Revenue Service, along with the other reports 
that are made with respect to qualifying the plan and supporting tax 
deductions from year to year.” 


4. COMMISSIONS 


The feasibility of enacting legislation which could regulate com- 
missions was discussed at some length. One conferee emph: sized, 
“Permit me to say the life-insurance business, as such, through its 
organizations has certainly not taken a position favoring regul: ation 
of ‹ commission rates.” He went on to s say that assuming such regu- 
lation was necessary, it should take place at the State level. In 
reiterating the feeling of the insurance industry, he added, *We have 


always t taken the position that any regulatory legislation, if necessary 
at all, should be at the State level, and not at the Federal level." In 
response to the question as to whether or not the insurance industry 
has a method of self-policing to curb abuses, this person replied, “The 
answer is ‘No.’ We have no policing arrangements through any or- 
ganization of any type in the insurance business. The companies 
operate independently and in strict competition with each other.” 


B. BANKING REPRESENTATIVES PANEL DISCUSSION 


On August 10, 1955, members of the subcommittee staff met in New 
York City with representatives of certain banks which do a large 
volume of trust business. 

Representing the banking industry were G. C. Barclay, vice presi- 
dent, City Bank Farmers Trust Co., and president, trust division of 
the American Bankers Association; E. B. Gardiner, vice president, 
Chase Manhattan Bank, and chairman of New York State Bankers 
Association's committee on employee benefit funds, and chairman of 
the Corporate Fiduciary Association of the New York committee on 
employee benefit funds; B. Frank Patton, vice president, Guarantee 
Trust Co.; Anthony J. Kearshes, vice president, Manufacturers Trust 
Co.; Wallis B. Dunckel, vice president, Bankers Trust Co., and chair- 
man of American Bankers Association's committee on eniployee bene 
fit plans. 

The subcommittee was represented by Paul J. Cotter, chief counsel 
and staff director; Louis S. Reed, research director; Francis X. Plant, 
chief investigator, and Louis M. Solomon, consultant. 








WELFARE AND PENSION PLANS INVESTIGATION 297 


1. CONCENTRATION IN NEW YORK AREA 


About $5 billion in pension trust assets are handled by New York 
City banks. The first pension trust division in the Nation was set up 
by the Bankers Trust Co. in 1938 and New York banks have been 
active in this field since that time. Many of these funds are centered 
in New York because it is the hub of the securities market and since 
most of the larger corporations already had New York banking con- 
nections, it was natural for them to place their trust business ‘where 
they already had satisfactory relations. 


2. POSSIBLE ADVERSE EFFECTS OF CONCENTRATION 


None of the bankers could see any undesirable effects arising from 
concentration of trust funds within a few banks. None of these funds 
had grown to an extent where the bank or trust company could exer- 
cise effective control of a cor poration through its stock voting powers. 
They admitted that the cumulative voting power of stock held in these 
pension trusts would undoubtedly make the banks substantial stock- 
holders, but doubted that they were the largest stockholder in any 
given case. 

*We haven't reached a point in any one of them, I don’t believe, 
where we have ceased buying because of the total holding,” one banker 
pointed out. It was observed that while collectively all the banks’ 
pension trust funds might be controlling, no single bank held a sig- 
nificantly large share. With respect to actually voting the issues held, 
the bank representatives pointed out that they did not invariably 
control the voting of all shares of stock held by them. 


3. ACTUARIAL SOUNDNESS 


Banks or corporate trustees do not have the responsibility for the 
actuarial soundness of plans. Theirs is primarily a job of invest- 
ment—to receive the contributions and to invest them for maximum 
yield and safety. However, one participant said: *I don't think any 
of us would take a pension plan if we did not have a responsible actu- 
ary servicing the plan. We don't want these things to blow up in 
our faces.” The banks make no attempt to go behind the actuary’s 
appraisal even though the banks might believe that some of the funds 
failed to meet the minimum funding requirements. 


4. OPERATION OF PROGRAMS 


Asked what mechanics were employed to enforce regularity of 
contributions from multiemployer-union-type plans, one of the 
bankers replied: *We don't enforce anything, because the board of 
trustees has the original liability for collecting the moneys and then 
it is up to them. Whatever they give us, it is our duty to invest. 

In those cases where the banks actually issue the pension checks, 
they disclaim any responsibility for policing contributions, determin- 
ing eligibility for pensions, and the like. At the direction of the cor- 
oration, the bank issues checks to those names on the lists supplied 
b the company. 
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5. COMPARISON WITH INSURED PROGRAMS 


Questioned concerning the conservativeness of assumptions as be- 
tween the insurance industry and independent actuaries, one partici- 
pant replied: 


There is a difference. There is no question about that. 
An insurance company is selling something from which it 
guarantees to make payment at some time in the future, and 
not being in the business of taking any excessive risks or los- 
ing any money, it is making sure that its assumptions are con- 
servative enough to overfund the plan so that it will not be 
called upon to make a pay-out from its own reserves. 

Under the trusteed plan, you don’t have that situation. I 
mean, not to the same extent. A reputable actuary will use 
fairly conservative assumptions, but realistic ones, whereas 
the insurance company must, of necessity, use overconserva- 
tive assumptions. 


Another bank spokesman observed that— 


The insurance company uses two types of mortality tables, 
depending upon whether they are selling annuities or sell- 
ing insurance, as you are well aware * * * 


6. PENSION GROWTH 


The bankers were asked for their views concerning the trend of 
jension growth. "Their view was that there is a definite leveling off. 
Most of the large corporations have set up their plans and past service 

obligations are rapidly being funded. Most of the new business in 
these plans is now coming from much smaller concerns. Also, there 
is a point below which it would be uneconomical for a company to start 
a trusteed pension program. However, there is still a great prospect 
of expansion in multiemployer and industrywide plans. 


. INVESTMENT POLICY 


The investment of pension funds in the stock of the employing com- 
panies, one representative stated, is discouraged. Banks attempt to 
prevent such self-investments and seek to insert clauses in the trust 
agreements prohibiting it. 

It was pointed out that pension funds today usually carry from 25 
to 35 percent of the assets of the fund in common stock. This has 
largely been a development of the past 5 or 6 years following a change 
in the New York law in 1950 which authorized investments of up to 
35 percent of other trust funds in common stock. It was observed 
that, historically, trustees have been able to get a larger return on 
common stocks than on bonds and thus a corporation is able from 
common stock investments to finance a pension plan more cheaply or 
to increase benefits under such plans. It was pointed out that the 
average return on common stocks has recently been around 4.5 to 5 
percent plus an annual enhancement in value of about 3 or 4 percent. 
There is no general need to liquidate a large percentage of holdings at 
any given time, and the market position at any point in time is not too 
important. There is a regular flow of earnings and payments. Peaks 
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and valleys in market prices and securities are not of real importance 
as long as the trustee is satisfied with the underlying value of the in- 
vestment. Regarding pension program costs, the bank spokesmen 
believed that they could do the same job at less cost than insurance 
companies. 

8. DISCLOSURE 


Regarding the adequacy or inadequacy of existing Federal and State 
control over these funds, it was the concensus that bank examiners are 
primarily interested in the liability that might be created for the bank 
If it were not operating the trust in accordance with the trust agree- 
ment, and not in the adequacy of the funding arrangements or the 
dissipation of the funds before they reach the bank's c "ustody. 

With respect to a Federal disclosure statute, one spokesman said— 


From the viewpoint of the trustee, I think we would be for 
some such disclosure, because it would place the plan in the 
area where it wouldn't be subject to the criticism that has de- 
veloped in the past couple of years against some of these 
industrywide plans, and occasionally against some of the 
single-employer plans. As far as the corporate trustees are 
concerned, probably we would enjoy a little proper publicity. 


However, it was pointed out that the plan belongs to the employer 
and it is not the function of the trustee bank to approve or object 
to disclosure legislation. Given a choice between legislation at the 
State level and as opposed to the Federal level, one banker said: “We 
would rather file one report than 48.” 


C. INDUSTRIAL REPRESENTATIVES PANEL 
DISCUSSLON 


Representatives of management specializing in industrial relations 
met with members of the subcommittee’s staff at Chicago, Ill, on 
October 3, 1955, to present the industry view on problems in we 1f: are 
and pension programs. Among those present were Mr. T. R. Iserman, 
attorney, New York City; Mr. Karlton W. Pierce of the Ford Motor 

›.; Мг. а. а. Mitchell of the duPont de Nemours Co.: Mr. W. G 
Caples of the Inland Steel Co.; Mr. Walter B. Siegel of the Soule 
Steel Co.: and Mr. M. H. Tucker, at torney, St. Louis, Mo. Opinions 
expressed and positions taken were the following: 


1. DO WELFARE AND PENSION PLANS BENEFIT MANAGEMENT? 


It was generally agreed that if welfare and pension plans are prop- 
erly administered substantial benefits would flow equally to manage- 
ment and to labor; the worker feels greater security and peace of mind 
on the job so that he performs better than he would. There has been 
a growing recognition on the part of management of the importance of 
rounding out employee security through benefit programs. These 
plans, particularly pension plans, tend to tie the employee to a par- 
ticular industry or company and to the particular union; therefore 
they enhance the power of the union, although they may at the same 
time contribute stability to the work force. There was also some 
opinion that the effect of these plans in inhibiting turnover was not 
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demonstrable. Rank and file workers are not as enthusiastic about 
the plans in lieu of wage increases as their leadership or management 
are. 

2. ARE COSTS OF NEGOTIATED PLANS TOO HIGH? 


The costs of negotiated plans, it was stated, are too high. In one 
plant, employees voted for a union plan with less benefits than that 
already in effect. Yet the cost of the new plan was substantially 
higher than the old program. In the automobile, steel, and electrical 
industries, benefits are high and almost all workers are covered. In 
other industries benefits are more moderate, and are sure to be in- 
creased with a corresponding increase in costs. 


3. WELFARE AND PENSION PLANS AS SUBJECTS OF COLLECTIVE 
BARGAINING 


It was argued that defects and flaws in these plans are born at 
the collective-bargaining table. Programs involve actuarial assump- 
tions which can be taken on either a conservative or liberal basis, and 
long-term judgment is applied to figures which are as debatable as 
the assumptions are debatable. Bargaining about that type of vari- 
able can lead to trouble. For these reasons, employers felt strongly 
enough opposed to welfare plans as a subject of collective bargaining 
to fight it through the courts. 

Some unions have insisted at the bargaining table on a uniform plan 
for an industry. However, a plan which works well for one company 
may not have equal application to all other companies. Bargaining 
for benefits as such is preferred to bargaining for a cents-per-hour 
contribution. It results in the lowest cost to both parties because the 
employer buys the protection on the most economical basis. 


4, LIMITED JOINT ADMINISTRATION 


One conferee stated that the plan of one local is supposedly jointly 
administered but the employers have no voice in the administration. 
They cannot successfully argue with the union trustees because the 
threat of picketing is there immediately. The union dictates not only 
who the union trustees and employer trustees will be, but they also 
dictate who shall be the third and impartial trustee. The Taft- 
Hartley Act provides no effective machinery to cope with the situa- 
tion. 

At a major automobile company the workers do not participate in 
the operation of the program although the union has pressed for it. 
Joint administration of these plans all the way down the line is a 
little more cumbersome than unilateral administration. It would be 
very difficult with the huge funds in the auto companies to try and 
bargain as to what investments ought to be made. The company has 
the exclusive right to select a qualified bank or trust company to act 
as trustee. The trustee is responsible for all investments because the 
trust agreement gives the trustee complete authority. 

The union wants to get completely into the whole financial situa- 
tion. Its leadership has from the verv beginning been pressing to- 
ward that end. It would like to particinate in the selection of the 
trustee, direction of investments, etc. These demands, it was said, 
are made so that the union may direct the use of the pension funds to- 
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ward financing programs which the union feels are socially desirable, 
but which cannot compete for investment money in the open market. 
These projects include slum clearance projects, low-cost housing proj- 
ects and medical centers. ‘This effort to control investment on a basis 
other than investment merit can be accomplished only through the 
employer’s financial subsidy of the projects involved, or a sacrifice 
of the underlying prine iples of security which is the keystone of a 
pension program. Moreover, such arrangements, in effect would open 
up broad new fields for collective bargaining—fields only remotely 
related, if at all, to the employer- employee relationship and poorly 
suited for solution through collective bargaining. 

Joint administration of the financial side of these plans in some of 
the larger companies would means the same kind of *blackjack" situa- 
tion which has come about in the smaller companies. The larger com- 
panies so far have been able to resist the attempts of the union leaders 
to obtain completely joint administration including financing. “If 
that ever happens you would get the same kind of union pressures 
which exist in the smaller companies. This is the big danger in joint 
administration, namely, when you get over into the financial area the 
anion participants are unskilled in finance and business m: inagement 
and are subject to political pressures from within the union.’ 


5. EFFECTIVENESS OF THE TAFT-HARTLEY ACT 


It was generally agreed that the Taft-Hartley Act has had little 
application to welfare and pension plans in large companies. Insofar 
as the small joint multiple-employer plans are concerned, the Taft- 
Hartley provisions were stated to be wholly inadequate. 

The average employer does not like the liability that has been im- 
posed upon him by the Taft-Hartley Act which requires him to be a 
trustee or to appoint one. The union usually dominates the board of 
trustees 1n one way or another. Some employers have been advised 
that if the union were free of the restrictions of the Taft-Hartley Act, 
employers would then have nothing whatever to do with these plans 
except to make the contributions. One representative of the industry 
favored joint administration with a neutral trustee appointed by a 
Federal judge and cloaked with most of the authority. A second 
conferee suggested leaving the Taft-Hartley Act as it is except to 
put some teeth in it as in the Gwinn bill. 


6. LEGISLATION GENERALLY 


There was general agreement that legislation should be on the State 
level except where the States have not so legislated. It was stated 
that no State now has adequate legislation in this field. Disclosure 
was favored but only on a limited basis. It was suggested that some 
Government agency have the power to audit the plans thoroughly but 
publie dise losure be made only on those funds where irregul: arities 
existed. Full disclosure would be injurious to many employers be- 
cause they consider some of these matters as competitive secrets. 
There was opposition to publicly disclosing financial operations, bene- 
fits paid, and administrative costs, If all investment portfolios were 
disclosed publicly it would affect the market. Administrative costs 
are somewhat of a competitive secret. It would require some costly 
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cost-accounting system to come up with true administrative costs for 
the purpose of public disclosure. Total claims paid would be a cost 
item which should not be disclosed publicly. 

There was substantial agreement that disclosure should apply only 
to jointly administered plans because there is no incentive for an 
employer who runs a pension plan or insurance program and has 
responsibility for costs to waste his money. Evils tend to develop 
when one person acquires power over the spending of someone else’s 
money. Legislation is not necessary to keep people from defrauding 
themselves. Disclosure is not necessary for unilaterally administe red 
plans because the decisions under the Taft-Hartley Act requires em- 
ployers to disclose to the unions any information they may have which 
relates to their bargaining demands and this would include investment 
information and costs. 

However, one industry representative disagreed with this and 
favored disclosure of every type of plan, unilaterally administered or 
otherwise. He recommended supervision by a Government agency not 
only of the plan but of investments and complete disclosure more 
frequently than once a year, because great damage can be done within 
the span of a year. 

The primary purpose of legislation the conferees agreed should be 
to protect the beneficiaries of these plans. 

The agency selected to administer these controls if instituted on 
the Feder al level should not be the Department of Labor, or the 
Department of Commerce, because by their very nature they favor 
certain segments of the economy. The regulation should go to some 
agency which by its nature does not have a definite labor-management 
viewpoint, perhaps Internal Revenue. 


D. LABOR REPRESENTATIVES PANEL 
DISCUSSION 


On October 25, 1955, the subcommittee staff met with representa- 
tives of certain labor unions. The labor representatives were Mr. 
Joseph Swire of the International Union of Electrical Workers, CIO; 
Mr. John Tomayko and Mr. Elliot Bredhoff of the United Steelwork- 
ers and Mr. Murr: ay Latimer, their consultant; Mr. Wilbur Daniels 
and Mr. Adolph Held of the Internation: | Ladies Garment Workers 
Unions: Mr. William Dodd and Mr. Charles Donahue of the United 
Association of Plumbers and Steamfitters: Mr. Leonard Lesser of 
the United Automobile Workers, CIO : Mr. Jack Barbash of the CIO: 
Mr. Lane Kirkland of the A. F. of L.: Mr. Glen Wall of the Inter- 
national Brotherhood of Electrical Workers, AFL; Mr. Martin Segal, 
consultant to the Bakery and Confectionery Workers Union; and Mr. 
Vernon E. Jirikowic of the International Association of Machinists. 


1. BARGAINING ON A BENEFITS OR CENTS PER HOUR BASIS 


Some unions preferred bargaining for welfare plans on a benefits 
basis, buf. other unions, with funds to which multiple employers con- 
tribute, found bargaining for benefits impossible of application. One 
union representative m: ide the point that bargaining for benefits re- 
sults in more uniform benefits, because the same amount of money 
will not buy the same hospitalization or medical benefits in all areas. 
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The point was also made that bargaining for benefits results in a con- 
clusion of the matter at the bargaining table, whereas whenever nego- 
tiations are for cents per hour, there ensue weeks of discussion as to 
who is to spend the money for benefits, with the company holding 
an advantage since the contract has been signed and the pressure is 
off. A statement was made that bargaining for benefits 1 б one way 
to progress from contributory to noncontributory plans. One union 
whose plans are practically all contributory and employer-controlled, 
preferred bargaining on a benefits basis but would like to tie to this 
a requirement that the carrier be selected by competitive bidding. 

Certain union representatives asserted that they have found cases 
where the employer's contribution to a plan was offset by the dividends 
he ov and he was, in effect, paying no part of the premium cost. 
In some cases, employers were actually making a profit on the pro- 
gram. ~ union reported that in one case where the employer in- 
sisted on retaining a certain carrier because he was receiving substan- 
tial dividends, the union succeeded in having the insur: ince placed 
with another carrier which provided the same benefits at 25 percent 
less premium. One union representative said that a large corporation 
was extremely interested in retaining a particular insurance company 
as the carrier for its group insurance, because it was investing heavy 
sums in an expansion project which the e urbe rcompany was under- 
taking. 

While the initial approaeh might vary, in the final analysis, any 
informed employer or union is aware of the specific cost implie ations 
of whatever they are bargaining for. No employer bargains on bene- 
fits in the abstract. He enters into negotiations with some room to 
compromise but is armed with cost estimates. Bargaining on a basis 
of benefits where the union also has the means of determining the 
value of the benefits in terms of costs would place both parties on an 
even footing. 

Where small local unions are involved, bargaining on a benefits basis 
serves to confuse both parties and extends the negotiations to techni- 
eal aspects with which the union is not familiar. Many small em- 
ployers could not individually provide the benefits which may have 
been bargained because they could not buy the kind of insurance 
necessary. If they are to band together in an association to buy these 
benefits, benefits would have to be translated үт terms of cents per 
hour or dollars per month. "The suggestion by the United States 
Chamber of Commerce and some employers and unions to make bar- 
gaining for benefits the rule has not been thought through insofar 
as small unions are concerned, 

A union spokesman thought that no company really wants to bar- 
bain on benefits; it wants to sign a contract on benefits, but really to 
bargain on costs; in the negotiations, it goes in on benefits but winds 
up on costs. It was alleged that this action gives the company a sub- 
stantial strategic advantage because the union usually cannot come to 
the bargaining table equipped with actuaries and cost accountants, but 
that the company can. The contract is signed on benefits and then 
the company proceeds to provide the benefits at lower costs than were 
assumed in the negotiations. If the negotiations were conducted on a 
cost. basis and the contract signed on that basis, then the employer 
would be committed to the costs upon which he negotiated. 
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2. ADVANTAGES OF A NATIONAL WELFARE FUND 


One representative reported the results of a study to determine how 
much of the premium dollar is retained by an insurance company on 
insurance covering groups of various sizes. It found that insurance 
retention was as follows: 

Percent 
100 employees 
500 employees 
ag an 5% 
GID: + ONU аон анньа ноен шприца ө 4% 

The conclusion drawn from this study was that the same amount of 
employers! contributions paid into a single fund covering the em- 
ployees of many employers would provide greater benefits than if each 
employer purchased insurance separately. 'The union and manage- 
ment decided, therefore, to establish a national welfare plan. This 
would offer the following additional advantages: (1) Bargaining on 
cents per hour to be contributed to the fund would simplify negotia- 
tions because technical, actuarial, and administrative problems con- 
nected with the program would be largely obviated ; (2) there would be 
a lower cost of administration in a consolidated plan; and (3) bringing 
industry and labor together in the administration of a national welfare 
program would promote more harmonious labor-management rela- 
tions. Asof May 31, 1955, the end of the second year, there were about 
140,000 employees and depende nts covered, with over 100 local unions 
and 840 employers participating. Out of a premium of about $2.5 
million, the insurance company kept 3.67 percent, of which 1.5 percent 
was for premium taxes. Commissions were ‘sixteen one-hundredths 
of 1 percent. The administrative expenses of the fund amount to about 
3.5 percent of contributions. 


3. WAGE CONCEPT OF WELFARE AND PENSION COSTS 


There was general agreement that whether or not the program is 
jointly or unilaterally administered, whether negotiations are in terms 
of benefits, cents per hour, or percentage of payroll, the cost of provid- 
ing the benefits is basically something that belongs to the worker and 
the worker is entitled to the most benefits for the money involved. 
The employer has agreed at the bargaining table that contributions 


to provide certain benefits are due to the worker in return for his 
endeavors. 


JOINT ADMINISTRATION OF PLANS 


Joint administration has many advantages; it helps in the prompt 
collection of contributions; provides the e mployers with a real appreci- 
ation of the problems of the workers; enlists the business experience 
and acumen of the employers for effective fund administration; and 
enables them to appreciate the need for additional contributions, 
should such become necessary. 

The Taft-Hartley Act experience proves one essential point—there 
is no magic in any organizational scheme for protecting a fund from 
depredation. The mere fact that management, as well as labor, trus- 
tees are prescribed does not mean that the man: igement trustees, them- 


selves, will not become parties to chicanery and maladministration 
of funds. 
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5. NEED FOR DISCLOSURE LEGISLATION 

There was complete agreement among the labor representatives 
that if disclosure 1s required, it should extend to all types of plans, 
ineluding employer unilaterally administered plans. Many of the 
unilateral plans are contributory and present a strong case for dis- 
closure, in view of the fact that employers have been found to have 

taken advantage of the secrecy to reduce their own contributions or, 
in some cases, to even make a profit on their group insurance. Em- 
ployers should be compelled, either by collective bargaining or legisla- 
tion, to disclose to the beneficiaries what is done with the moneys con- 
tributed to welfare and pension plans. In many instances, when unions 
have sought information from the employer, they have been referred 
to the insurance companies. At times, the insurance companies have 
refused to supply information unless they were paid specified amounts 
for preparing reports. 

The labor representatives said that disclosure is objected to by man- 
agement because it will supply bargaining data to unions, but they 
thought this was a good argument for disclosure. The National Labor 
Relations Board and the Supreme Court have held that unions are 
entitled to data on such subjects as merit increases, individual seniority 
standings, and individual wage rates. The same reasoning should 
apply to data on welfare and pension plans; these data are required 
for intelligent collective bargaining. 

One purpose of disclosure would be to assure that beneficiaries get 
the most benefit possible out of a program. They should be given all 
the basic information whether or not is is required by the bargaining 
agreement. Although the National Labor Relations Board has held 
that an employer must give information on the costs of an insurance 
plan to the union when such data are necessary for bargaining pur- 
poses, resort to the NLRB is an inadequate remedy. By the time the 
Board has directed the employer to provide the information, the need 
for it has passed. 

The plans under which employee beneficiaries get the most informa- 
tion most readily, are the jointly administered ones, both as a matter 
of practice and under the existing requirements of the Taft-Hartley 
Act. Those opposing disclosure on unilaterally administered plans 
are, in essence, saying that those plans which do not now disclose 
should be exempt from disclosure legislation. 


6. WHAT SHOULD BE DISCLOSED TO WHOM 


The spokesmen for labor insisted that a full annual report on 
welfare-plan operations should be furnished to all individual em- 
ployees and members. The report should include a detailed statement 
of receipts and expenses, all salaries and fees paid by the fund, to 
whom and in what amounts such sums were paid, and for what services 
or purpose; the breakdown of insurance premium payments to com- 
mercial carriers involved, showing the amount of retentions, claims 
paid, dividends, commissions, and service charges, and to whom the 

‘arrier paid such commissions and charges; a financial statement on 
the part of a service agency, if an agency other than a commercial in- 
surance carrier is employed ; and a detailed account of the manner 
in which any reserves held by the fund are invested. Such complete 
and open disclosure to all parties with a legitimate interest would 
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throw light on any undesirable practices and act as a deterrent to 
same. Disclosure requirements need not include an actuarial evalua- 
tion of a pension fund, because such evaluation would be meaningless 
and understood by very few persons, and because the assumptions 
and standards used would vary so greatly. 

Disclosure legislation should be “independent of the Taft-Hartley 
Act because that act is concerned with collective bargaining. Тһе 
law requiring disclosure of the essential facts of the operation and 
administration of welfare and pension plans should be designed as an 
instrument to protect the interests of the beneficiaries against possible 
abuse, regardless of whether or not there is any collective-bargaining 
aspect whatever. 

The general view was that disclosure should be made to the Depart- 
ment of Labor or some other Federal agency and that the information 
be made readily available to the public and to the parties concerned. 


7. STATE REGULATION CONSIDERED NOT DESIRABLE 


One labor representative said that some revealing facts have emerged 
from hearings held by the subcommittee. One of these is the total 
paralysis of existing State insurance agencies in the discharge of their 
responsibilities. For example, when one State issues an insurance 
agent license to a man who is a business associate of known racketeers 
and criminals; when another State issues a license to the same man 
without anything more than a pro forma sort of procedure; when a 
State insurance commission receives full information that an exorbi 
tant commission rate was charged and received by this individual, and 
raises no questions about it until much later, or at least not until looting 
of funds had occurred, delaying until disclosure resulted in such pres 
sure that the insurance commission was compelled to take action— 
this demonstrates that the State agencies are simply not performing 
functions that should be performed. 

The issuance of a license to an insurance agent, for example, now 
provides no protection to the person who avails himself of the service 
of the agent. It should be made to mean a little something. All of 
the facts of the picture indicate that State regulation of insurance 
practices, is, in effect, regulation by the insurance industry, labor 
spokesmen insisted. 

The State laws on trusts are adequate to control breaches of trust, 
but disclosure might help to reveal breaches of trust and to make those 
laws more effective because these breaches generally are not discovered 
until a fund has been depleted. Disclosure should be Federal in 
character. The main area of State legislation ought to be concerned 
with the regulation of insurance practices and the enforcement of the 
fiduciary obligations of trustees. 


8. DELINQUENT EMPLOYER CONTRIBUTIONS 


Several labor representatives said that a major problem in the multi 
employer plans is delinquency of some employers in making contribu- 
tions. Failure to collect contributions means that the fund has addi- 
tional administrative expense; union officials are diverted from other 
duties by having to enforce the agreement: the cost of the benefit pro- 
gram is not being shared equally by all employers who are bidding on 
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jobs, but is falling on the shoulders of the responsible employer who is 
meeting his obligations to the fund. The responsible employer who 
makes his payments on time is, in effect, carrying the employees of 
the employers who are not paying on time. This widens the com- 
petitive gap between them as far as cost is concerned. California has 
enacted a provision which makes it a misdemeanor for an employer not 
to make his contributions to a fund when due. 


9. INVESTMENTS 


One labor union representative said that his union is interested in 
getting the reserve funds of their pension plans invested in projects 
which would incident: illy benefit their people while the money is earn- 
ing interest or dividends. "They propose to establish clinies or hospi- 
tals primarily directed to serving the aged. They reason that the 
workers should receive some benefit from the funds while they are 
actively at work. It had been suggested that loans be made to union 
members to build houses. 

Another union representative voiced similar ideas. His union is not 
thinking of having a voice in selecting the exact issues that should 
be brought, but it would like to influence the broad investment policy 
and put money into socially desirable purposes. For example, in the 
field of housing, there are insured Government bonds on low-cost hous- 
ing which would constitute desirable investments. 

One union spokesman pointed out that his union has built a $20 mil- 
lion housing project partly for its members and partly for the public. 
Most of the financing was done through their health, welfare, and pen- 
sion funds. Each fund’s participation was limited to 10 percent of 
its resources. The decision was made jointly by the —— and 
employee trustees. They expect to obtain more earnings from this 
investment than they did in the past from Government securities, 

In many cases, the unions are kept in the dark as to the investments 
of management-controlled pension funds. ‘The labor spokesmen gen- 
erally agreed that unions have a right to full and detailed information 
of this nature. 


76189—56———21 
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IX. QUESTIONNAIRE STUDY OF GROUP INSURANCE 
POLICIES WHERE UNIONS HAD A VOICE IN SELEC- 
TION OF CARRIER 


A. SCOPE OF THE STUDY 


In the past 10 years, much of the group insurance issued by com- 
mercial insurance carriers has been the result of agreements between 
employers and trade unions. A significant portion of this business 
has been so transacted that the unions, in various ways, have had a 
voice in the selection of the insurance carriers. 

In order to better understand the operation and practices of group 
insurance and to obtain a basis for investigations of abuses and 
fraudulent practices in the administration of "welfare plans, the sub- 
committee sent questionnaires in August 1954 to life and casualty 
insurance companies writing group insurance. In all, 92 companies 
were contacted. Completed questionnaires were received from 79 
companies. These companies wrote 95 percent of all the group busi- 
ness in 1953. The subcommittee requested them to fill out a separate 
questionnaire for each group policy issued, as a result of collective 
bargaining, to welfare funds administered jointly by management 
and trade unions, union welfare funds, and to other entities where 
the union appeared to have had a voice in the selection of the carrier. 

The questionnaires requested certain identifying information with 
respect to the insurance carrier, the policyholder, “the union, and the 
broker, agent and others to whom commissions and fees were paid; 
the types ‘of benefits; average annual premium per covered employee; 
and related information. In addition, the questionnaire asked the 
following information for each of the policy years 1948-53, during 
which the policy was in force: amount of gross and billed premiums, 
amount of commission, amount of fees and other allowances, amount 
of incurred claims, amount of dividends or experience rating refunds, 
and amount of retentions. 

No questionnaire was sent to such organizations as the various Blue 
Cross and Blue Shield associations as not coming under the subcom- 
mittee’s definition of “commercial insurance carrier.” 

Many policies issued or renewed in 1953 completed their policy year 
in the latter part of 1954. For this reason the data for 1953 are in- 
complete in most cases. ‘The analysis which follows, therefore, unless 
otherwise indicated, is limited to policies issued or renewed in 1952. 


B. GROUP POLICIES ISSUED, 1948-1953 


1. NUMBER OF POLICIES, 1948-53 


Almost 2,500 group insurance policies were reported by 79 insurance 

'arriers as issued or renewed from 1948 to 1953, inclusive. By the end 
of this period, however, 17 percent of them had been canceled so that 
only 2,013 were still in force at the end of 1953 (table 13). 
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Nearly all of the policies were originally issued during the years 
1946-53. Only 55 of them were issued betw een 1926 and 1945, inclu- 
sive. In 1950, 456 policies were issued ; in 1951, 425; 536 were written 
in 1952 and 584 in 1953. In many instances 2 or more policies were 
issued to cover 1 group and it is estimated that the 2,497 policies 
represented approximately 2,150 groups of employees. 


TABLE 13.—Number of policies issued, renewed, and canceled, 1948-58, and in 
force at end of 1953, by year (policies issued by 79 insurance companies) 


| 
| Number cancelec | N 
1 r canceled | Number 


| oT | | 
ME о peu Moy cu 
Year issued | — in force 


| Total | 1948 | 1949 | 1950 | 1951 | 1952 | 1953 | end of 1953 


All аі 2, 497 | 1 50 | 88 119 | 146 | 





(A) NUMBER OF CARRIERS USED 


The number of policies issued during the period by any 1 carrier 
ranged from 1 to 245.' While the business was distributed among 
19 carriers, the reports indicate concentration within a few carriers. 
While there were 29 companies with 25 or more polici ies each, about 
38 percent of the policies were issued by 5 companies. 


(B) UNIONS INVOLVED 


Of the 2,497 policies reported, 2,321 involved identified trade unions, 
91 involved unions whose identities were not known, and 79 unions 
that represented employees of only 1 employer. 

In most cases, members of a union were covered by only a few 
policies. Of the 195 unions representing employees of more than 1 
employer, 16 had an interest in less than 10 Ky ies each, and 95 
in less than 25 policies each. There were only 10 unions with an 
interest in 50 or more policies each. One union, the International 
Brotherhood of Teamsters, AFL, had an interest in 347 of the policies 
reported. Most of the policies (69 percent) involved unions affiliated 
with the American Federation of Labor; 16.5 percent involved affil- 
iates of the then CIO; 7.3 percent those of independent unions, uni- 
dentified unions, or unions representing 1 employer only. 


1 Occidental Life Insurance Co. of California. 
* See appendix I, p. 334 
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(C) TYPES OF POLICYHOLDERS 


The carriers reported five types of policyholders, namely, trust 
funds; trade unions; employers known to them as having arrange- 
ments with the unions with which they bargained, giving them a voice 
in the selection of insurance carriers; employ ers’ associations known to 
the carriers to have similar arrangements; and employers and unions 
who were joint policyholders. 

As would be expected, the majority of the policies, 57.1 percent, 
were issued to jointly managed funds. Over 25 percent were issued 
to unions. Almost 15 percent were issued to employers. The re- 
mainder were issued jointly to employers and unions, or to employers’ 
associations, 

(D) POLICIES IN FORCE, END OF 1953 


It has already been pointed out that of the 2,497 policies issued 
or renewed during the period 1948-53, only 2,073 remained in force 
at the end of the period. The reports indicate a relatively high degree 
of policy cancellation by certain individual insurance carriers—either 
on their own initiative or at the request of the policyholders. 

Policy cancellations represent: (1) policies dropped by certain 

carriers because of the excessive claims incurred; (2) policies dropped 
by the policyholders as a result of a change in the character of its in- 
surance program or of termination of the program; (3) consolidation 
of a number of policies ; (4) ама les rewritten by the same carrier: and 
(5) changes in insurance carriers. Among the 26 carriers that issued 
25 or more policies each, there were 11 companies with more than 20 
percent of their policies canceled during the period. Two of them 
had more than 50 percent canceled. 

An examination of the policies reveals that those in which certain 
unions were involved experienced a greater rate of cancellation than 
those in which other unions were involved. However, of the 125 
unions representing employees of more than 1 employer, there were 
only 12 unions with an interest in 25 or more policies that experienced 
a cancellation rate of 20 percent or more. These included 1 union? 
with an interest in 126 policies, 27 percent of which were canceled, 
and 1* with an interest in 101 policies, 30.7 percent of which were 
'anceled.* 


C. TRANSACTIONS OF INSURANCE CARRIERS: 
POLICIES IN FORCE, 1952 


In group insurance the transactions of insurance carriers involved 
the following factors: billed premiums; claims incurred; dividends; 
and insurance company retentions. There were 1,596 policies issued 
or renewed in 1952. In some cases, two or more policies covered the 
em group. Examination of the — submitted indicates 

that the 1,596 policies covered approximately 1,500 groups. In the 
aggregate the policies involved over $127,476, 000 in billed premiums.* 





s Hotel, Restaurant Employees, and Bartenders International Union, AFL. 

å United Automobile, Aircraft, and Agricultural Implement Workers Union of America, 
CIO. 

5 See appendix II, p. 335. 

* See appendix III, p. 337. 
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1. INSURANCE CARRIERS 


In terms of number of policies, the group insurance was widely dis- 
tributed among the carriers. Of the 70 companies with policies in 
force in 1952, 12 had as few as 1 policy each; 40 had fewer than 10 
each. At the other extreme, however, 10 companies * issued over 50 
percent of the policies. 


Just as the policies were concentrated among a small number of 
insurance carriers, so was the volume of business in terms of billed 


premiums. One-half of the $127,476,000 of the billed premiums was 
written by only 7 * of the 70 insurance carriers. 


2. TYPES OF POLICYHOLDERS 


Policies issued to the trust funds accounted for 76.8 percent of the 
billed premiums; those issued to unions, 11.5 percent ; and those to em- 
ployers, 10 percent. This is summarized below: 


Policies Billed premium 


Type of policyholders | ов ~ и oS 


| Amount 
Numbe erce: 
Number Percent | (thousands) | 


Percent | Average 
— — — — — — 


| 


| Е 
$127, 476 | 100. 0 | $79, 872 


Trust funds. ... | 911 | 57.1 | 97,918 | 76.8 | 104,484 
ааа : 3 26 14, 591 11.5 | 35, 075 
Employers 12, 929 10. 1 55, 970 
Employer-union А ч. 1, 403 hd 61, 000 
Employers' associations. ........ 5 и 635 .б 42, 333 


3. BENEFITS PROVIDED 


(A) TYPES OF BENEFITS 


The policies reported by the insurance carriers provided one or 
more of the following types of group insurance: Life, accidental death 
and dismemberment ; accident and sickness; hospitalization, surgical, 
and medical expense. 


Surgical expense insurance was the benefit most frequently provided 
and medical expense least frequently. «s shown below : 


Policies issued or renewed in 1952 


— — — — — — — 


Type of insurance 


На БАА Анора а diri) — 


L е 

Accidental death and dismemberment 
МОИИ. 15 ьн ف مھ د م چ چ ھا‎ 
Нора] окреће, NEE E OEE 

Surgical expense 

Medical expense... 


Unknown 


1 Mostly polio and similar dread disease insurance. 


7 Occidental Life Insurance Co. of California, 175; Union Labor Life Insurance Со., 164 ; 
Continental Casualty Co., 135; Aetna Life Insurance Co., 84; Connecticut General Life 
Insurance Co., 78 ; Prudential Insurance Co. of America, 64 ; Continental Assurance Co., 63 ; 
Pacific Mutual Life Insurance Co., 58; John Hancock Mutual Life Insurance Co., 52; and 
Travelers Insurance Co., 50. 

8 Occidental Life Insurance Co. of California, $21,300; Prudential Insurance Co., $9,150,- 
000; Amalgamated Life Insurance Co., $8,500,000; John Hancock Mutual Life Insurance 
Co., $8,410,000; Union Labor Life Insurance Co., $7,630,000; Aetna Life Insurance Co., 
$6,700,000 ; and Equitable Life Assurance Society, $6,000,000. 
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As can be seen, most of the other major types of insurance were pro- 
vided with more or less frequency. Almost 73 percent of the hospital 
expense insurance policies, over 68 percent of the surgical expense in- 
surance policies, and over 62 percent of the medical expense insurance 
policies covered the employees’ dependents as well. A few of the life 
insurance policies (9) covered the employees’ dependents also. 


(B) COMBINATION OF BENEFITS 


In general it can be said that in terms of types of benefits pro- 
vided, most plans were quite complete. The combination of benefits 
most frequently provided was life insurance; accidental death and dis- 
memberment; accident and sickness; hospitalization, surgical, and 
medical expense insurance—almost 19 percent of the plans. The com- 
bination next most frequently provided—in almost 14 percent of the 
plans—included all of the above types except medical expense insur- 
ance. 

Over 40 percent of the plans provided at least 5 or 6 major types of 
benefits. Over 65 percent provided at least 4 of the different types. 
Unfortunately, the form in which the data were requested from the 
insurance companies did not call for data on the amount of the differ- 
ent types of insurance provided. However, available data indicate 
that benefits in most plans were fairly modest. In almost 57 percent 
of the 749 cases for which data were available, the annual premium per 
employee was under $50, as shown by table 14. Actuals, however, 
the annual premium per employee was somewhat higher because the 
olicies for which premium data were available provided less complete 
benefit programs for which such data were not available. 


TABLE 14.— Distribution of 749 policies issued or renewed in 1952, by amount of 
annual premium per employee 











Policies 
Annual premium per employee Е а 
| Number | Percent 

— Г и 

749 100. 0 
IDEE SI o adeb ی‎ Zz ھی یھ ی ی ی نھ‎ vv یھ ی‎ 66 | 192 | 25. 6 
BEEN M FL деа چ یھ چ‎ N — — 233 | 31.2 
207 0475 08 BERMERRLOSPENE —— — ——— ка 143 | 19.1 
КОЛ ААН ооо аль qumsdunbdidddiué pube R a онакве | 67 | 8.9 
ПИ онлине али њена абаа | 87 | 11.6 
ОЛКЕ ВИА ica duddndréusüeRud2 duda qEieR d Q Rudd edd oohaspád rd ra edem | 20 | 2.7 
MM ZZ ن‎ лба планы | 6 | .8 
ПИ ПИ И Al. ھی ی یی ی‎ бананы набить ль  ——— 
ПИ ос нанава о њи неа کیچ وی ی‎ | 1 | .1 


4. COVERAGE 


The questionnaires sent to the insurance carriers, it will be recalled, 
asked for information on the average annual premium per employee 
covered. This question was intended to throw light on the number 
of employees covered by the plans. Unfortunately, in a high pro- 
portion of the questionnaires, the information was either poorly fur- 
nished or not furnished at all. For the policies issued or renewed in 
1952, only 749 out of 1,596 questionnaires contained useful data on 
this subject. 
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(A) NUMBER OF EMPLOYEES COVERED 


In spite of the inadequacies of the data, by making a careful exam- 
ination of the characteristics of the 749 policies, as compared with 
those of the other 847, it is possible to arrive at approximately the 
number of employees covered by the 1,596 policies. On this basis, it 
is estimated that the policies covered approximately 2 million em- 
ployees. 

Most of the policies covered a small number of employees. Almost 
one-fourth of the 749 policies for which such data were available cov- 
ered less than 100 employees; over two-thirds covered less than 500, 
as shown by table 15. 


TABLE 15.—Distribution of 749 policies issued or renewed in 1952, by number of 
employees covered 


Number of em 


Total 


Under 100. .. zz 

100 and under 500.... 

500 and under 1,000 C E 
1,000 and under 5,000. ......... 
5,000 and under 10. 000 
10,000 and under 25.000........ 
25,000 and under 50,000. . . 
50,000 and under 75,000. 


(B) TYPES OF COVERAGE 


Approximately 20 percent of the employees are estimated to have 
been covered by the following combination of insurance benefits: life; 
accidental death and dismemberment; accident and sickness; and 
hospital, surgical, and medical expense. Another 15 percent of the 
employees are estimated to have been covered by all of the above 
benefits except medical expense insurance. The coverage by type of 
benefit is estimated as follows: 

Number of 
Type of insurance: employees 


1, 400, 000 
Accidental death and dismemberment....... . 950, 000 
ARMEN SDN e dM ی ی ی و‎ E MR E E 1, 300, 000 
Hospital expense 1, 200, 000 
Surgical expense 1, 250, 000 
Medical expense 650, 000 


5. SIZE OF POLICY 


Whether measured in terms of numbers of employees covered or 
amounts of billed premiums, most of the policies were relatively 
small. 

The 1,596 policies issued or renewed in 1952 averaged less than 
$80,000 in annual billed premium. One policy had an annual billed 
premium of $2,608,953.° For individual carriers the average billed 
premium ran from $525 to over $1,200,000." Almost 35 percent 


?Issued by the John Hancock Mutual Life Insurance Co. to the International Wood- 
workers of America, CIO. 

10 Dominion Life Assurance Co. 

u Amalgamated Life Insurance Co. 
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of the 1,596 policies involved billed premiums of less than $10,000 
annually, and 61 percent of less than $30,000. At the other end, over 
16 percent had billed premiums of $100,000 or more. 

Policies issued to trustees were generally larger than those issued 
to the other types of policyholders. While only 22 percent of the 
policies issued to trust funds had billed premiums of less than $10,000 
annually, as many as 54 percent of those issued to unions and 47 per- 
cent of those issued to employers were that small. On the other 
hand, over 22 percent of those issued to trustees had billed premiums 
of $100,000 or more annually, while less than 7 percent of those issued 
to unions and 10 percent of those issued to employers were as large, as 
shown by table 16. 


TABLE 16.—Percent distribution of 1,596 policies issued or renewed in 1952 by 
size of policy and type of policyholder’ (70 carriers) 








m Trusteed „а a 
Size of policy | l'otal fand 3 Union Employer 
fund 

l'ota] number of policies. ..... Sou ds id 11, 596 911 416 231 
ТАЛЛА. кароч газа Ер ee aN 100. 0 100. 0 100. 0 100. 0 
Under $5,000 У “ 22. 4 11.6 39 32.3 
$5,000 and less than $10,000 12 10. 6 15. 1 13. 9 
$10,000 and less than $30,000.. 26. € 29. ( 23. 1 23. 4 
$30,000 and less than $50,000 10. 3 10. 6 8. 7 11. 7 
$50,000 and less than $100,000. . 12. ( 15. 5 9.2 7.8 
$100,000 and less than $2 10. 3 13. 1 6.0 6.9 
$250,000 and less thar 2.9 4.7 aS ‚9 
$500,000 and less than $ I 1.9 2. 9 ‚2 1.3 
$1 million and over 1.1 1.4 5 1.3 
! The distributions of 23 policies issued jointly to employers and unions, and of 15 policies issued to eme 





ployers' associations ar« I use of their small numbers. 
? Includes the 38 policies cited in footnote 1 above. 


6. FINANCIAL OPERATION 


The transactions under study, it has been pointed out, involved 
$127,476,000 in billed premiums. Almost 90 percent of this amount 
was paid out in claims to the beneficiaries and in dividends or expe- 
rience rating refunds to policyholders. 


(A) TRANSACTIONS SUMMARIZED 


The experience of the carriers with these group insurance pol- 
icies shows that claims incurred amounted to approximately $101,- 
325,000. "Thus, in the aggregate, 79.5 percent of the billed premiums 
received by the carriers were absorbed by the payment of claims. 
The carriers returned over $10,228,000 to the policyholders in divi- 
dends or experience rating refunds, or 8 percent of the billed pre- 
miums. The companies therefore retained over $15,992,000, or 12.5 
percent. Out of this amount, they paid over $4,526,000 as commis- 
sions, or 3.4 percent of the billed premiums, to brokers and agents, 
and over $1,158,000 in service fees. The companies then had almost 

$10,438,000 left for other expenses, such as administrative costs, taxes, 
reser ves, and (in the case of stock companies) profits, as shown by 
table 17. 
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TABLE 17.—EHEcperience of 70 carriers with 1,596 policies issued or renewed in 
1952 


[Dollars in thousands] 














Item | Amount | Percent 
a a ی ی ی فی‎ аы | $127, 475 | 100. 0 
Less: 4 

MEME о о کن وه ن ی ف ی ی ی‎ 101, 325 79.5 
Dividends, experience rating refunds. -......................-........ 10, 228 | 8.0 
SS — — 
ПО ПИ Ио са вам АРОН РЕ ЦАА | 15, 992 | 12. 5 

е | | 
Па оса обиды | 4,326 3.4 
обидела A een M 1, 158 | .9 
BN Ns esceUeRpitEmdinde didt siphins qaom сања | 10, 438 8.2 





(B) INCURRED CLAIMS 


Incurred claims represent amounts actually paid to beneficiaries 
and such reserves as those for unreported and pending claims. Claims 
experience is generally expressed as a “claims ratio,” i. e., the ratio 
of the amount of incurred claims to the amount of billed premium. 

In the aggregate, the 70 companies incurred almost $101,325,000 in 


Mt 
claims during the calendar year 1952. "This was an average of ap- 
proximately $63,490. Two companies with one small policy each did 
not incur any claims. On the other hand, the company with 175 poli- 
cies * incurred almost $17,500,000 in claims, or an average of over 
$100,000 per policy. Its policies, incidentally, averaged well over 
$125,000 in billed premiums. 

Incurred claims, in the aggregate, absorbed almost 80 percent of 
the billed premiums. The experience of the different companies, 
however, varied greatly from a claims ratio of 11.1 precent for 1 com- 
pany with 5 policies having billed premiums of less than $18,000 '* 
to 169.2 percent for a company with 1 policy having a billed premium 
of $4,138.14 Considering only the 43 companies with a substantial vol- 
ume of business, i. e., the companies with 10 or more policies or with 
billed premiums of $100,000 or more, only 1 had a claims ratio of less 
than 60 percent (see table 18). For these companies, the claims ex- 
perience was as follows: 


Percent of 


Claims ratio: companies 
Oe силикона چ ی یی ی ی ی یی ی ی ی یو نی ی‎ рабо 2.8 
IONS QA qiiibqiqudds mque MU Qt Su) Qi rui Quas iuquit n Ks giam icu t 18. 6 
TO tO 18:0; peret... —— пона ا ا ی ا ا ی‎ 39. 5 
ВОО ВОО роллов ло am Maas 84.9 
ЮЛИЙ: ЭШИ...» addéctenntininitunidpid d cts acu ties deque patipemDenó patito mn maie 4.7 








13 Occidental. 
13 Zurich Life Insurance Co. 
14 Canada Life. 
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Insurance carriers had more favorable claims experience on policies 
issued to unions than on those issued to other types of policyholders. 
For example, 34.7 percent of the 43 companies that had a substantial 
volume of business had loss ratios of less than 70 percent on policies 
issued to unions whereas 27.7 percent of the companies fared as well 
on policies issued to trust funds, and only 15.4 percent on those issued 
to employers, as shown in table 19. 


TABLE 19.—Percent dístribution of insurance carriers, by loss ratios and type of 
policyholder, 1952 


[43 companies with substantial volume of business] 








m 
| Trusted 








| 
Claims ratio funds | Unions | Employers 

— — ا ا‎ 
79.5 percent......... bs eager нах Так 100.0 | 100.0 | 100. 0 
50 to 59.9 percent .. 2 Ё к Loon s | 8.3 | 13.0 7.7 
60 to 69.9 percent... навика | 19. 4 | 21.7 2.4 
70 to 79.9 percent : 2 — 11.7 | 39. 1 23.1 
80 to 89.9 percent................ bs ; * | 22.2 | 13.0 | 15. 4 
90 to 99.9 percent гуч аур | 8.3 | 4.3 | 30.8 
100 percent and over........ | | 8.7 | 15. 4 

| | 





In general, it was found that the claims ratio increased with the 
size of the policy. Table 18 shows the 43 insurance carriers with a 
substantial volume of business arranged in accordance with their 
average billed premium per policy. An examination of this table 
reveals that, in general, carriers with higher average billed premiums 
had higher claims ratios than those with lower billed premiums. This 
does not necessarily mean that their claims experience was worse than 
those of carriers with a lower average billed premium, but rather 
that the premium rates for larger policies are calculated more closely 
than those for smaller policies. 

An analysis of claims ratios by size of policies reveals the follow- 
ing: 15 


Aggregate 

claims 

Amount of billed premium: ratio 
НА ПИО 07 eme ی‎ y EET tet 79. 5 
ТАШУ uidi равно ن ى ا ت‎ —— 65. 3 
ВОС алое ние 67.9 
TNAM NM Ga ی ب مت تچ ت یټ تت ھچ‎ MEM 
ОВ ИХ, جب ی ت ت ت ټ پټ و چ ی چت‎ 72.6 
ОНООСОН rur quisecdaniscyduisqeMu d quibapavar nequ direi tt 15.0 
2100000 and under $200.000,...L ت‎ 79. 7 
$250,000 and under 3600.000...... LLL re idea ar arab abu citi squad 15. 5 
$500,000 and. under. $1,000,000... ——————— —— — 83.1 
0000000 00 000 аорта ھن دو تت ت تچ تت تھچ‎ сынан нне 84. 1 





15 Subcommittee on Welfare and Pension Funds, interim report, January 10, 1955 (com- 
mittee print), p. 24. 
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Outstanding exceptions are shown below : 





Average 








Companies Number of bille Aggregate 

policies premium claims ratio 
алеја невин сока 1, 596 $78, 972 79. 5 
United Benefit Life Insurance Co...............-........--.-- 15 15, 938 87.9 
ОИ iL. Leu. onem a ی نت ی ج ی‎ Cm 18 42, 440 95. 7 
Columbian National Life Insurance Co....................... 12 45, 345 69. 1 
ДОЮ ТАКОМУ ОГО. enc ob aedhrbn o oipin le ditetii o 4 90, 070 65.2 
ТОК СИИ LB DM ОВ. осовини 5 115, 681 60. 6 
Security Mutual Life Insurance Co-.-........-.....-........... 29 144, 178 63. 4 


(C) DIVIDENDS AND EXPERIENCE RATING REFUNDS 


An important characteristic of group insurance is that its cost to the 
policyholder is directly related to the experience in his particular 
case. Thus, at the end of the policy year, each case is examined with 
respect to the claims experience; the cost of acquiring and retaining the 
business; the cost of administering the case, such as administrative 
expenses, cost of claims handling, taxes; and other factors. In most 
cases, the billed premium is more than enough to cover the above items. 
A part of the remainder is then returned to the policyholder by the 
insurance carrier in accordance with a “retention formula.” Mutual 
insurance companies pay this amount in the form of a dividend, stock 
companies in the form of an experience rating refund. 

With respect to the 1,596 policies issued or renewed in 1952, the 70 
companies, in the aggregate, returned $10,228,000, or 8 percent of the 
billed premiums to the “policyholders in the form of dividends and 
experience rating refunds. None was returned by 14 companies. 
These carriers, with 1 exception which had 15 policies, however, issued 
oF renewed very few policies in 1952. Six of them accounted for only 

1 policy each, 3 for 2 policies each, 2 for 3 policies, another for 4, t, and 
1 had 6 policies. Moreover, the amounts of the billed premiums were 
small; for 11 carriers they r anged from $525 to $83,850. One company 
had one large policy with a billed premium of $547,522. The company 
with 15 polici ies had billed premiums totaling $238,993. Three of the 
companies lost money on that year’s s business ánd 1 company had only 
1.4 percent of the billed premiums left after paying claims, commis- 
sions, and fees. The other 10 companies, however, had from 15.5 per- 
cent to 90 percent of the billed premiums left after making these 
payments. 

Considering only the 43 companies with a substantial volume of 
business, the dividend or experience-rating refunds ranged from none 
to 24.5 percent of the billed premiums (table 18). More than two- 
thirds of the companies paid dividends or experience-rating refunds of 
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5 percent or more of their billed premiums. This experience is 
summarized below: 


Dividends or experience rating refunds as a percent of billed Percent of 
premiums: companies 


a S ый шаровый 100. 0 


2510 M саана аыр ис анаан але ынана کی ی‎ 18. 
БО голавль затор a A ی‎ 20. 
О А a لا ت ا ا ی‎ 18. 
10.0 to 12.4 9. 
КИЛУ РО ДК = онај A NI AAS tlle a ca isdem 9. 
Јо бо Врба ua oa etm —«——— вая бб КА Ы АВА 6. 
17.5 and over 2. 


000 o0 0e- 


e 


Insurance carriers paid larger dividends or experience rating re- 
funds to trusteed funds than to other types of policyholders. Of the 
43 companies with a substantial volume of business, all of them made 
such payments to trust funds (table 20) but 21.7 percent made no such 
payments on policies issued to unions, and 38.5 percent made none on 
those issued to employers. Moreover, whereas 41.6 percent paid 

10 percent or more of the billed premiums as dividends or experience 
rating refunds in the case of trust funds, only 17.3 percent paid as 
much in the case of policies issued to unions, and 7.7 percent in the case 
of those issued to employers. 


TABLE 20.—Percent distribution of insurance carriers by amount of dividends or 
experience rating refund, and by type of policyholder (43 companies) 


Type of policyholder 
Dividends or experience rating refunds | nw 5 " 
as a percent of billed premium ] A Employ Employ- | Employ- 
| ! 1 ills — Tni “ .шрюу- Ре" А MP 4 
types Trustees | Unions | eri ers’ as er and 
* | sociation union 





100.0 | 100. 0 100. 0 | 100. 0 


ددس 


OO moo oO фо 5 


0.1 to 0.9 

ВЕНЕ ЛОК. eunt 

2.5 to v << 

5.0 to 7.4 

7.5 to 9.9 

10.0 to 12.4... 

12.5 to 14.9 

15.0 to 17.4 —— дај 1 
17,6 ON OVER rree — — 


ыы 
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. Dividends and experience rating refunds tend to increase with the 
size of the policy.'* 


Dividends and 
experience rating 
refund asa percent 
Annual billed premium: of billed premium 


Under $5,000. 

$5,000 and under $10,000 

$10,000 and under $30,000 

$30,000 and under $50,000 

$50,000 and under $100,000 

$100,000 and under $250,000 

$250,000 and under $500,000 

ВОВА ОО ——— 
$1,000,000 and over 


(D) RETENTIONS 


On the 1,596 policies, the 70 insurance companies retained an aggre- 
gate of 12.5 percent of the billed premiums. That is, after payment 
of incurred claims, and dividends and experience rating refunds, the 
companies retained 12.5 percent of the billed premiums for commis- 
sions and fees, other expenses, taxes, reserves, and profits (in the case 
stock companies). Losses were experienced in 13.7 percent of the 

olicies. Four of the companies were unable to enjoy any retentions. 

n fact, they incurred losses. One of these companies had only one 
policy with a billed premium of $83,850 on which the claims ratio 
was 121.7 percent. Another had 2 small policies with billed prem- 
iums of only $4,515 on which the claims ratio aggregated 106.5 per- 
cent. A third had only one policy with a billed premium of $4,138. 
The experience rating refund of $274 earned the preceding year, and 
the claims ratio of 169.2 percent resulted in a loss (before commis- 
sions) of 75.8 percent. The fourth company had 2 policies with billed 
premiums of $61,542. One of these earned a small experience rating 
refund of $205. The claims ratio on these 2 policies was 168.5 per- 
cent, so that the company experienced a loss of 68.8 percent before 
the payment of commissions. At the other extreme, 7 companies had 
retentions of 50 percent or more of the billed premiums (appendix 
ПІ, р. 387). 

In the 43 companies with a substantial volume of business, the 
retentions ranged from 3.5 percent to 45.1 percent of billed premiums 
(table 18). ver three-fourths of the companies had retentions of 
10 percent or more. Almost 42 percent had retentions of 10 percent 
to 15 percent of billed premiums. This is summarized below. 


Percent of 
Total retentions as a percent of billed premiums: companies 
є 


ина Ө деи доб Бы ыыы 100. 0 


20 
5 
30 


35 


9 
~ 


1 Idem, 





WELFARE AND PENSION PLANS INVESTIGATION 323 


Insurance carriers generally fared better on policies issued to unions 
than on those issued to other types of policyholders, as shown in table 
91. While 2 of the 43 companies doing a substantial volume of busi- 
ness paid out more in claims and dividends, or rate refunds, than they 
received in billed premiums from this type of policyholder, over 60 
percent of the companies retained more than 15 pecent. Retentions 
of 25 percent or more of the billed premiums were experienced by 
30.3 percent of the carriers. By comparison only 38.9 of the com- 
panies retained 15 percent or more, while only 13.9 percent of them 
retained 25 percent or more of billed premiums on trusteed plans; 
only 7.7 percent of the companies retained 25 percent or more of the 
billed premium on policies issued to employers. 


TABLE 21.—Percent distribution of insurance carriers by amount of the 
retention and by type of policyholder (43 companies) 


| 

on ‚ | "n 
T ype of policyholder : | Type of policyholder 
Total retention as per- . 
| cent of billed premium | | Er 
Trustee} Union | Employer |Trustee| Union |Employer 
| | | — 


Total retenticn as per- 
cent of billed premium 


100.0 | 100.0 | 100.0 || 15to 19.9...............] 
- - —|[———— — || 20 to 24.9 

Loss ۴ аа à 8.7 | { 25 to 29.9 

Under 5 percent....... 56 1L... 7.7 || 30 to 34.9 

5to 9.9 “=> 19. 4 13. 0 5. 35 and over. 

NIE 7 ооо 36. 1 17.4 x 





Retentions by insurance companies, it has been pointed out, must 
cover commissions and service fees paid to agents, administration 
fees paid to policyholders, and other company acquisition and admin- 
istration costs, taxes, reserves, and profits (in the case of stock com- 
panies). The relative magnitude of most of these items, as a percent 
of billed premiums, is generally smaller as the amount of billed 
premium increases. It is not surprising, therefore, to find that the 
larger the amount of billed premium the smaller the retentions re- 
ported by the carriers. For the 1,596 policies, retentions were under 
10 percent in almost 25 percent of the policies; 20 percent and over 
in 53.3 percent of the policies; and 40 percent or more in 22.3 percent 
of the policies (table 22). 

On small policies, those with billed premiums of less than $5,000 
annually, retentions were 20 percent or more of billed premiums in 
67.2 percent of the policies. Retentions were 30 percent, or more, in 
55 percent of the policies with less than $10.000 in annual billed 
premiums. On policies of $10,000 to $30,000, retentions were 20 per- 
cent or more of billed premiums in 62.7 percent of the policies and 30 
percent or more in 35.8 percent of the policies. Reflecting in large 
measure the change in commission rates which is generally found 
when the billed premiums exceed $30,000, it is found that the reten- 
tion on policies between $30,000 and $50,000 of billed premiums was 
20 percent or more in only 52.1 percent of the policies; and as much 
as 30 percent in almost 30 percent of the policies. Retentions were 
under 20 percent of the billed premiums in over 80 percent of the 
policies with billed premiums between $100,000 and $250,000. 


76189—56—22 
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TABLE 22.—Retentions: Percent distribution of 1,596 policies issued or renewed 
in 1952 by retention rate and amount of billed premium 


| | | | | | 
Reston bill d | Total! Under $5, 000- $10, 000- $30, 000- ој они аи $1, 000, 000 
——— | $5,000 | $9,999 | $29,000 | $49,999 | $99,999 | $249,999 | $499,999 | $999,999 | and over 
premiums | | | 
| | 
5 165 | 46 31 
100.0 | 100.0 100.0 
10.9 
4.2 9 
10.3 
n 9 


55.2 


| 

Total number of | 
policies. .........|1, 596 
т otal......--| 100. 0 


| 


Sp 
of 


| ~ оон ошно | о 


ТАЮ... оь, 

Under 5 pe rcent. 3. 

5t09.9 percent.....| 7.6 
10 to 19.9 percent... | 22. 

20 to 29.9 percent. ..| 1€ 
30 to 39.9 percent. -| 12. 
40 to 49.9 percent. 

50 to 74.9 percent 2l 

75 percent and | 
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7. COMMISSIONS AND FEES 


Commissions and fees constitute the largest single items of expense 
of insurance carriers. Together, in the cases studied, they absorbed 
almost 35 percent of the companies’ retentions. They accounted for 
4.3 percent of the billed premiums. 


(A) COMMISSIONS 


Commissions paid by the 70 companies to their agents and brokers 
accounted for 27.2 percent of the retentions. These companies paid, 
in the aggregate, commissions amounting to 3.4 percent of the billed 
premiums (appendix III). The commissions include renewal com- 
missions as well as first-year commissions. All of the companies pay 
such commissions except five." One of the 5 companies accounted for 
16 policies (billed premiums of $526,462), another for 7 policies (billed 
premiums of $8,498,782). The other 3 companies had only 1 policy 

each with billed premiums of $91,776, $15,143, and $4,264, respectively. 
Commissions paid by the 65 companies ranged from 1 percent in 


the case of a company with 5 policies (billed premiums of $578,407) 
to 24 percent in the case of a company with 3 policies (billed premiums 
of VET 


17 American Mutual Liability Insurance Co.; Guaranty Union Life Insurance Co. ; Liberty 
Mutual Insurance Co.; Mutual Service Life Insurance Co. ; 


C Amalgamated Life Insurance 
о. 
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Almost 60 percent of the 43 companies with a substantial volume 
of business paid first year and renewal commissions amounting to 
less than 4 percent of the billed premiums. This is summarized below: 


P t 
Commissions as a percent of billed premiums : = 


Under 1 

о На 
ао ке У АЕ ЗАЛЕ ЕЕ СЕАНСЕ ана оа мк 
ака ль و ی‎ dE qid. 
i i ia POETA oo eser ere TFT ERROR BORSE 

оных‏ ی ی ت 

چ ی dace‏ ی ی ی О‏ 

ФАЛ Дд a A ыыы ыы 
ЕО ыл ане сыбай алд تة ی چ ی تھ‎ inside cit made 
ППИ о 
Онаа یی ی ی ا وی ن ی ی‎ 
11 and over .6 


Commissions paid by the various carriers were generally higher in 
the case of policies issued to unions than in the case of those issued 
to trustees or to employers, as shown in table 23. It will be recalled, 
however, that policies issued to unions are smaller. As is shown 
below, of the 43 companies with a substantial volume of business, 
61 percent of the companies paid commissions of 5 percent or more 
on policies issued to unions; less than 31 percent of the companies paid 
as much on policies issued to trustees or to employers. 


TABLE 23.—Percent distribution of insurance companies, by rate of commission 
and by type of policyholder (43 companies) 


Type of policyholder 


Trustees Unions Employers 


3.4 1 1 100 100 100.0 


0.0 ы — ‹ 5. 6 ۴ г 
Under 1 У : 7 
1 to 1.9 

2 to 2.9... 

3 to 3.9... 

4 to 4.9 
5to 5.9 

6 to 6.9..... 
7 to 7.9.... 
8{о8.9.... 
9 to 9.9... 
10 to 10.9 
11 and over 


NANI Den 


ма 1-11 5 5 - 


Since commissions are generally paid in accordance with decre- 
mental scales’ it is not surprising to find that, in general, carrier 
paid out more in commissions on cases with smaller annual billed 
premiums than on those with larger annual billed premium. An ar- 
ray of the insurance carriers by average amount of their billed pre- 
miums shows that as the average billed premium increases, the com- 


15 Subcommittee on Welfare and Pension Funds, op. cit., pp. 22-23. 
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missions (first year and renewal) as à percent of billed premium 
decreases. The outstanding exceptions are shown below: 


; Commissions 
Number of Average | аз а percent 
policies — of billed 
premium premiums 


Company 


1, 596 $79, 872 3. 
United Benefit Life Insurance Co 0. 
— ttti huie is | 27, 425 ‹ 


15, 933 | 1 
13 
American Progressive Health Insurance Co | 112, 209 15. 
10. 
à. 


15 

24 
1 { 
Security Mutual Life Insurance Co | 29 144, 178 ( 
Union Casualty & Life Insurance Co | 26 162, 785 ( 


An analysis of commissions paid on policies issued and renewed in 
1952 by size of policies, in terms of amount of billed premium, shows 
the following: 


Commissions asa 
. А percent of billed 
Annual billed premium: premium 


Under $5, 

$5,000 and under $10,000 

$10,000 and under $30,000 

$30,000 and under $50,000 

$50,000 and under $100,000 

$100,000 and under $250,000 

ТЯ VLA eani ی ن ی ین و چ ی ی ی‎ dit ke cát tpa , 
2000000 and under 91000000... ааьан ој Ss о 
$1,000,000 and over 


The noticeable difference between policies below and those above 
$30,000 in billed premiums reflects the sharp drop in the usual com- 
mission scales which occurs when the premium of a policy exceeds 
$30,000 in annual billed premiums.” 


со Ф 


e 
M» ga л ©9292 eo do 


~ (2 


to n 92 


(B) FEES 


Although service fees are not commonly paid to brokers and policy- 
holders, they were reported by almost half of the 70 insurance com- 
panies. In some cases, they appear to have been made to agents to 
supplement relatively low commissions on larger policies. In the 
aggregate, the 70 companies paid service fees amounting to 0.9 percent 
of their billed premiums, or 7.2 percent of their retentions. For the 
companies that paid such fees, they ranged from 0.1 to 6.6 percent of 
the billed premiums. Of the 45 companies with a substantial volume 
of business, 27 paid such fees. , Over 30 percent of these, however, 
paid service fees of less than 1 percent of their billed premiums ; 16.3 
percent paid between 1 and 2 percent; 11.6 percent between 2 and 3 
percent ; and 4.6 percent between 5 and 7 percent. 

More insurance companies (70 percent of the companies) paid serv- 
ice fees on policies issued to unions than on policies m to other 
types of policyholders (trust funds, 58 percent; employers, 38.5 per- 
cent). On the other hand, service fees aggregating as high as 9 per- 
cent of billed premiums were paid on policies issued to trust funds; 
whereas they were below 6 percent on policies issued to unions, and 3 
percent on those issued to employers. 


19 Subcommittee on Welfare and Pension Funds, op. cit., p. 21. 
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Service fees tended to be higher on larger policies than on smaller 
ones. While they amounted to only 0.6 percent of policies under 
$10,000 in billed premiums, they were 1 percent or more on policies of 
$30,000 or more in billed premiums. Asshownin table 18, they tended 
to rise as the commissions decreased. 


8. NET RETENTIONS 


The term “net retention” as used here applies to that part of the 
billed premium received by an insurance carrier from the policyholder 
which is retained by it after accounting for (1) red. claims and 
dividends or experience rating refunds, and (2) agents! and brokers' 
commissions, and (3) service fees. It is the amount which the car- 
rier retains to cover other acquisition costs, administrative costs, 
taxes, reserves and profits (in the case of a stock company). 


(A) AMOUNTS 


On the 1,596 policies, the 70 companies had net retentions of 
8.2 percent of their billed premiums. However, T of the 70 companies 
had no retentions. For them the excess of claims, dividends, com- 
missions, and fees over the billed premiums ranged from 0.3 ёо 79.3 
percent of billed premiums. For the remaining 63 companies, the net 
retentions ranged from 1.0 to 90.1 percent of the billed premiums. 

Of the 43 companies with a substantial volume of business, only one 
had paid out more (6.6 percent) for claims, dividends or experience 
rating refunds, and commissions than it received in billed premiums 
(table 18). The other 42 had net retentions that ranged from 1 to 
26.3 percent of the billed premiums. About 21 percent of the 43 com- 
panies had net retentions of less than 5 percent of billed premiums; 
almost 42 percent had net retentions of 5 to 10 percent, and over 25 
percent of the companies had from 10 to 15 percent. This is sum- 
marized below. 


г . J Ј Percent of 
Net retention as a percent of billed premium : companies 


Under 5 percent 

5 to 9 percent 

10 to 14.9 percent 

15 to 19.9 percent 
20 to 24.9 percent 
25 percent and over 


(B) TYPE OF POLICYHOLDER 


Insurance carriers fared better on policies issued to unions than 
on those issued to other types of policyholders, as shown in table 94. 
Net retentions of 10 percent or more were experienced by almost 52 

ercent of the companies when the policies were issued to unions, but 
Jy 47 percent and by 30 percent of the companies when the policies 
were issued to trustees and employers, respectively. 
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TABLE 24.— Percent distribution of insurance carriers by amount of net retention 
and type of policyholder 


Type of policyholder 
Net retention as a percent of billed premium 


| "Trustees Unions | Employers 


| 
100.0 | 100.0 


Under 5 percent 

5 to 9.9 percent 

10 to 14.9 percent 
15 to 19.9 percent 
20 to 24.9 percent 
25 percent and over 


(C) SIZE OF POLICY 


As is to be expected from the foregoing analysis, the larger the 
policy in terms of billed premium, the lower the net retention. This 
is summarized below: 


Net retention 
as a percent of 


Amount of billed premium: billed premium 


Total 


Under $5,000 

$5,000 and under $10,000 

$10,000 and under $30,000 

$30,000 and under $50,000 : 
КОЛИ АЛА ПОНИ о львы 11. 
$100,000 and under $250,000 

ZEND GC UU ааа ن ا ی و ی‎ 
$500,000 and under $1,000,000 

$1,000,000 and over 


D. UNIONS INVOLVED 


At least 107 different trade unions were involved in one way or 
another in the 1,596 policies issued or renewed in 1952 by the 70 car- 
riers (appendix IV). Most of them were represented together with 
management on the boards of trustees of health and welfare funds. 
A few were the holders of the group-insurance policies. 


1. SIZE OF POLICY 


The largest policies were issued to policyholders covering members 
of Amalgamated Clothing Workers of America (CIO). This union 

was involved in only 11 “policies but these averaged $859,360 each. 
This is easily understandable when it is recalled that 7 of the policies, 
with almost $8,499,000 in billed premium, were issued by the —* 

mated Life Insurance Co., Inc. —ап insurance company whose stock 
is wholly owned by the company ’s only policyholder, the Almagamated 
Insurance Fund. The fund is the result of industrywide bargaining 
between employers in several related industries and the union. 

Plans involving the International Union of Upholsterers of North 
America averaged $730,631 in billed premiums on 5 policies. This 


again illustrates the result of industrywide or areawide union 
bargaining. 
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Other similar examples are: the American Federation of Hosiery 
Workers (AFL) involved in 2 policies averaging over $305,000 in 
billed premiums; the Distillery, — and Wine Workers 
(AFL), 5 policies averaging over $373,750; the National Maritime 
Union (CIO), 4 policies averaging over $428,550; the United Furni- 
ture Workers of America (€ IO), 2 policies averaging over $513,900 
and the National Union of Marine Cooks and Stewards (Ind.), 
policy with over $361,420 in billed premium. 

On the basis of union membership, it is found that policies covering 
members of unions affiliated with the American Federation of Labor 
tended to be only slightly smaller than those covering members of 
unions affiliated with the Congress of Industrial Organizations (table 
25). Those covering members of independent ‘unions were the 
smallest. For example, while 60.4 percent of the policies covering 
members of AFL unions had less than $50,000 in annual premiums, 
only 55.9 percent of the policies on members of CIO unions were that 
small. As many as 78.1 percent of the policies on members of inde- 
pendent unions were as small. 


TasLe 25.—Percent distribution of insurance policies by union affiliation and by 
size of policy 








| | Congress 
| American | of Indus- | тпаерепа- | Single | 
Amount of billed premium | Total | Federation | trial Or- enti | firm Unknown 
| | of Labor ganiza- union 
| | tions 
— — — — — nn — — | 
| | 
BOB ај денара .| 100.0 100. 0 100. 0 100.0 | 100.0 | 100. 0 
Ta нь EEE | 24 20.0 19.9 42.5 | 18.0 | 38.0 
$5,000 and under $10,000 ............] 12. 5 11.9 14.0 13.6 | 4. 19.7 
$10,000 and under $30,000............ 26.6 28. 5 22.0 22.0 | 24.0 | 24.2 
$30,000 and under $50,000 ...........] 10.3 | 10. 4 13.0 4.2 8.0 | 10. 6 
$50,000 and under $100,000 ..........| 12. 0 12.9 14.0 4.2 | 12.0 | 3.0 
$100,000 and under $250,000.......... 10.3 10. 6 9.9 9.3 | 18. 0 | 4.5 
$250,000 and under $500,000 ......... 2.9 3.2 2.1 1.7 BL Lors eratis m 
$500,000 and under #1,000,000________ 1.9 1.7 47 * А а и 
21/000 00 aO OVER... санана У 8 2. 4 8 а со. 
Number of policies.................. 1, 596 1, 070 292 118 50 66 


2. INSURANCE CARRIERS USED 


Since all the policies reported by the insurance carriers were policies 
in which the unions representing the bargaining units had a voice in 
the selection of the carrier, it is of interest to examine the frequency 
with which members of a given union are covered by a particular in- 
surance company. 

Among the unions with members covered by 10 or more policies 
none were found to be covered by only 1 carrier. Even the members 
of the Amalgamated Clothing Workers, an or ganization that controls 
2 insurance companies, utilized 4 carriers—obviously in States where 
the 2 companies were not licensed or authorized to do business. One 
union's members were covered by only 2 carriers. Members of the 
Boot and Shoe Workers (AFL) were covered by 15 policies, 14 of 
which were with the Washington National Insurance Co.; the other 
with Bankers Life Insurance Co. Members of the Teamster's Union 
(AFL), on the other hand were covered by 237 policies, with billed 
premiums of $24,275,000 and issued by 37 different companies. One 
insurance company, the Occidental Life Insurance Co. of California, 
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had 76 of these policies; another, the Union Casualty & Life Insurance 
Co., had 5. The first company’s policies accounted for 36 percent and 
the second for 11 percent of the billed premiums on the 237 policies. 

In terms of policies, few of the 48 unions with members covered by 
10 or more policies appeared to favor any 1 carrier. Only 14 of them 
were found to have one-third or more of the policies issued by 1 carrier, 
and only 13 had one-half or more of the policies issued by 2 carriers. 
However, with respect to the coverage of members of 26 of the 48 
unions, it was found that a given carrier had issued policies accounting 
for one-third, or more, of the aggregate billed premiums of the com- 
panies covering the members of these unions. With respect to the 
members of each of 27 of these unions, 50 percent or more of the billed 
premiums was concentrated in 2 carriers. 

Few of the different unions appeared to have the same carrier as 
their first or second choice. 


3. CLAIMS RATIO 


As was seen when insurance carrier data was analyzed, the larger 
the average billed premium, the higher the claims ratio. An examina- 
tion of the data reported also reveals that on the whole the claims 
ratio on policies covering members of the CIO unions was somewhat 
higher than that on those covering members of other unions. For 
example, claims incurred on policies covering members of CIO unions 
amounted to 83.6 percent of the billed premiums, whereas on those 
covering members of AFL unions they amounted to only 76.9 percent ; 
and on members of independent unions, 79.4 percent. It will be noted, 
however, that the policies covering members of CIO unions averaged 
$115,439 in billed premiums whereas for the other 2 groups they aver- 
aged $72,560 and $63,799, respectively. 

Among the AFL unions, the claims ratio ranged from 52.8 percent 
of billed premiums for members of Federal labor unions to 110.1 per- 
cent for members of the American Federation of Hosiery Workers. 
Another AFL union with a high claims ratio was the Amalgamated 
Street, Electrical Railway and Motor Coach Employees of America 
with 98.2 percent of billed premium. 

Among the CIO unions the claims ratios ranged from 69.4 percent 
for members of the Textile Workers Union of America to 101 per- 
cent for members of the National Maritime Union. 

Among the independent unions the claims ratios ranged from 71.2 
percent for members of the International Fur and Leather Workers 
Union of United States and Canada to 117.1 percent for members of 
Independent Watchmen’s Association. 


4, DIVIDENDS AND EXPERIENCE RATING REFUNDS 


On the whole, dividends and experience rating refunds were higher 
on policies covering members of independent unions (9.4 percent) 
than on those covering members of AFL unions (8.4 percent) and on 
those covering members of CIO unions (7.5 percent). 

With respect to policies covering members of AFL unions, divi- 
dends and experience rating refunds ranged from none on policies 
covering members of the International Molders and Foundry Workers 
to 25.4 percent of billed premiums where the insured were members of 
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the Hod Carriers and Common Laborers! Union. It may be noted that 
for the members of the first union the claims ratio was 90.6 percent, 
and for those of the second union it was only 55.3 percent. Moreover, 
for the policies covering members of these unions, annual billed 
premiums average $20, 910, and $82,495, respectively. The experience 
with policies covering inembers of the other two groups was somewhat 
similar. 
5. RETENTIONS 


Retentions on policies covering members of AFL unions on the 
whole were somewhat higher than on those covering members of the 
other two groups, while in general they were higher on smaller poli- 
cies than on the larger ones. There were many instances where even 
on large policies the retentions appeared to be high. These are listed 
below : 





Retention as 

a percentage 

of bi ille 1 рге- 
num 


All unions 


Pulp, 8ulphite, and Paper Mill. .... 
Metal Polishers, Buffers, Platers, and 
Bricklayers, Masons, and Plasterers 
Seafarers International 
Plasterers and Cement Masons 
Carpenters and Joiners 5 
Operating Engineers .. 

Bakery and Confectione ry Ww orker "S — 
Hod Carriers, Building and Common Laborers 
Laundry Workers J КЕ boiled ud 
Distillery, Rectifying, and Wine Workers 
Upholsterers — — 


CIO unions 
Glass, Ceramic, and Silico Sand Workers 
Rubber, Cork, Linoleum, and Plastic Workers 





Claims, dividends, and experience rating refunds exceeded billed 
premiums on policies covering members of the following unions: 


. Retention as 
Number of "Died. a percent of 
1 
billed 
remium 
premium premium 


polic 1е$ 


American Federation of Hosiery Workers, AFL...............| ‹ $305, 013 | —10.7 
National Maritime Union, CIO ats 28, 554 | —1.4 
Independent Watchmen's Association, Independent * k 50, 695 —17.1 


6. COMMISSIONS AND SERVICE FEES 


Since the average billed premiums on policies covering members of 
the AFL union were generally low, it is not surprising to find that, 
on the whole, commissions were higher on these policies than on those 
covering members of other groups. However, there were many in- 
stances where even on large policies the commissions appeared some- 
what high. In the aggregate, on the 15 policies covering members 
of the Boot and Shoe Workers Union (AFL) and averaging $4,58 
in billed premiums, commissions amounted to 16.5 percent of billed 
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premiums. On the 11 policies covering members of the Laundry 
Workers Union (AFL), with an average billed premium of $125,8: 38, 
commissions amounted to 8.8 percent of the billed premiums. They 
amounted to 11.3 percent on the 5 policies of the Distillery, Rectify- 
ing, and Wine Workers Union (AFL), which averaged $373,754 in 
billed premiums. 

Service fees were paid on the policies covering the majority of the 
unions. With respect to the policies involving a few unions, the 
aggregate of commissions and service fees paid to agents were signifi- 
cant. Those in which they amounted to 10 percent of billed premiums 
or more are shown below: 


Commissions 

Average plus service 
billed pre- | fees as a per- 
mium | cent of billed 

| premiums 


Number of 
А 
Union policies 


International Jewelry Workers........... 
International Laundry Workers AEs 
Distillery, Rectifying, and Wine Workers... . . 


1 10. 6 
5: 11.0 


$2 À, 
125, 
373, 75 13.2 


7. NET RETENTIONS 


It has already been pointed out that in the aggregate, after paying 
claims, dividends, and experience rating refunds, commissions and 
fees, the insurance carriers had “net retentions” of 8.2 percent of the 
billed premiums left to cover other acquisition and administrative 
expenses, taxes, surpluses, and profits (in the case of stock companies). 
Grouping the policies on the basis of the trade unions whose members 
are covered, it is found that for a number of the unions the net reten- 
tions were substantially above 8.9 percent of the billed premiums. 
For 15 of the AFL unions and for 3 of the CIO unions net retentions 
ranged from 13.6 percent to 38 percent of the billed premiums. These 
are shown on the list below : 


Net reten- 

Average tions as a 

billed | percent of 
premium | billed 

| premium 


| Number of 


Union policies 





AFL unions: 
Boot & Shoe Workers.. 
Federal Labor Unions 
Roofers, Damp & W nen Workers 
Photoengravers : 
Patternmakers League. S 
Marble, Slate & Stone Polishers. ... 
Bakery & Confectionery Workers... з 
Metal Polishers, Buffers & Piaters............. 
Bricklayers, Masons & Polishers.. 
Reafarers' International Union. ... 
Plasterers & Cement Masons 
Carpenters & Joiners... 
Hodcarriers, Building & Common Laborers... 
Laundry Workers и као а 
Upholsterers............ $ 

CIO unions: 
Textile У orkers. . 


Glass, "Ceramic, & Silico Sand W = и ари | 
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On the basis of net retentions, insurance carriers lost money, in the 
aggregate, on policies covering members of 6 unions: International 
Union of Wood, Wire & Metal Lathers (AFL), 1.2 percent of billed 
premiums ; Amalgamated Union of Street, Electrical Railway & 
Motor Coach Employees (AFL), 6.9 percent ; American Federation 
of Hosiery Workers (AFL), 11.8 percent; National Maritime Union 
(CIO), 2.6 percent ; Td Union of Mine, Mill & Smelter 
Workers (Ind.), 4 percent; and the Independent Watchmen's Asso- 
ciation (Ind.), 19.9 percent. 


E. AGENTS AND BROKERS 


It is well known that in many cases more than one agent or broker 
participated in individual cases. While insurance carriers reported 
the agents that participated in their cases, in instances in which two 
or more agents had a common interest, the respective interest of each 
was not reported. The data with respect to agents and brokers, there- 
fore, are very inconclusive. 

The questionnaires reported by the 70 carriers showed that for the 
period 1948-52, approximately 1 1,500 agents and brokers partic ipated 
in the 2,500 cases. This indicates that, by far, most brokers partici- 
pated in only one case. 

There were only 13 agents and brokers who participated in 23 or 
more policies during the period. Together, these agents handled 25 
percent of the policies reported. 

A few of the agents, being general agents of certain insurance car- 


riers, placed nearly all of their business with those carriers. Ten of 
the thirteen agents and brokers placed one-half or more of their group 
insurance policies with one carrier. The bulk of the business reported 
for some of these agents consisted of group insurance policies in 
which the unions had a voice in the selection of the insurance carrier. 





334 WELFARE AND PENSION PLANS INVESTIGATION 


APPENDIX I 


Number of policies issued and cancelled, 1926-53, and in force by end of 1953, by 
carrier (policies issued by 79 carriers) 


Policies 


ET + | Inforce end 
Union name | | of 1953 


Issued | — | — 


| Num- | Per- | Num- |Рег- 
| ber | cent ber cent 


SUME Le N ense t d 2, 497 2 7.0 | 2,07: 83. 0 
ОВЕ и а — | 


Carriers with 10 or more policies: 

Aetna Life Insurance Co 

American Cas ualty Company of Reading.... 

Bankers Life Co.... — 

Benefit Association of Railroad E mplovees. 

California Western States Life Insurance Co. 

Columbian National Life Insurance Co.. 

Connecticut General Life Insurance Co.... 

Continental Assurance Co. .............. : 

Continental Casualty Co 

Eastern Casualty Co 4 

Equitable Life Assurance Soc ебу, ‘of the United 
States.. | 

Farm Bure: iu Mutual Automobile Insurance Co...| 

General American Life Insurance Co.. 

Great West Life Assurance Co 

Inter-Ocean Insurance Co.... 

John Hancock Mutual Life Insurance Co 

Liberty Mutual Insurance Co 

Lincoln Nation: al Life Insurance Co 

Lumbermen's Mutual Casualty Co = 

Massachusetts Mutual Life Insurance Co 

Metropolitan Life Insurance Co e 

Mutual Benefit Health & Accident Association... | 

New York Life Insurance Co 

Occidental Life Insurance C отрапу 'of California 

Pacific Mutual Life Insurance Co 

Pan American Life Insurance... -- 

Provident Life & Accident Insurance Co > 

Prudential Insurance Company of America.. 

&ecurity Mutual Life Insurance Co.. 

State Mutual Life Assurance Co 

Sun Life Assurance Co.... 

Travelers Insurance Co... 

Union Casualty & Life Ins surance C 

Union Labor Life Insurance Co ..... 

United Benefit Life Insurance Co 

United States Life Insurance Co ма 

Washington National Insurance Co 

West Coast Life Insurance Co аи 

Zurich General Accident & Liability Insurance | 
Co., Ltd 
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| All other carriers 
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APPENDIX II 


Number of policies issued and cancelled, 1926-53, and in force by end of 1953, by 
union ( policies issued by 79 carriers) 


Policies 


у Dx Cancela In force end 
Code Union name anceled of 1953 
| | Issued | vv — — ⸗— 
Num-| Per- | Num- | Per- 
| ber cent ber cent 


Total, all unions... ыыы 2, 4€ 424 17.0 2. 07: 83.0 


Subtotal, unions with 10 or more policies 2,07 352 9 1, 
Subtotal, other unions 
Total, AFL 


| Unions with 10 or more policies: 
| Subtotal. 
Federal Labor Union : ; * 
Asbestos Workers International] Association | 
Bakery & Confectionery Workers International | 
Union i 1 
Barbers, Hairdressers, Cosmetologists, and Pro- | 
prietors | 
Bricklayers, Mason and Plasterers International | 
Union — | 
Bridge, Structural, and Ornamental Iron Workers. .| 
Building Service Employees’ International Union 
Carpenters and Joiners of America, United 
Brotherhood of ў | 
Distillery, Rectifying, and Wine Workers Inter- 
national Union à ~ 
Electrica] Workers, International Brotherhood of 
Engineers, International Union of Operating 
Garment Workers Union, International Ladies... 
Glass Cutters’ League of America, Window... ..... 
Handbag, Luggage, Belt & Novelty Workers’ | 
Union m d 
Hod Carriers, Building & Common Laborers’ | 
Union shinai 
Hotel & Restaurant “Employees & Bartenders | 
International Union | 
Jewelry Workers' Union, International — | 
Lathers, International Union of Wood, Wire & 
Metal... on | 
Laundry Workers' International] Union.. -| 
Meat Cutters & Butcher Workmen of North | 
America, Amalgamated.. 
Molders & Foundry Workers Union of North | 
America, International 
Musicians, American Federation of 
Painters, Decorators & Paperhangers of America, 
Brotherhood of..... 
Pattern Makers' League of North America. 
Photo-Engravers’ Union of North Americ: a, 
International — — 
Plasterers and Cement Masons’ International | 
Association of the United States & Canada, | 
Operative... 
Plumbing & Pipe Fitting Industry of the United | | 
States & Canada. Y Е | 86. 6 
Printing 4 ressmen & Assistants’ Union of North | | 
America.. i | : : 92.3 
Pulp, Sulphite & Paper Mill Workers', Inter- | | 
national Brotherhood of d i g t 33.3 0 66.7 
Retail Clerks International Association. 83 | "ER Y )2 74.7 
Roofers, Damp & Waterproof Workers Associat ion, | 
United States | EL. \ 100.0 
Sheet Metal Workers’ International Association. - 50 5 | 45 | 90.0 
Shoe Workers Union, Boot & 17 | 5.9 5 | 94.1 
Stage Employees & Moving Picture Machine | | 
Operators of United States & Canada 28 : 7 25 | 89.3 
Street, Electric Railway & Motor Coach Employees | 23 ) А | 73.9 
Teamsters, Chauffeurs, Warehousemen & Helpers | | | 
of America, International Brotherhood of... 7307 347 | 7 ). 2 83. 6 
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APPENDIX II—Continued 


Number of policies issued and cancelled, 1926-58, and in force by end of 1958, by 
union (policies issued by 79 carriers) —Continued 


Policies 


In force end 
Union name Canceled of 1953 


| Issued | 
| 


~ | т 
Num- | Per- | Num- | Per- 
ber cent | ber | cent 


Typographical Union, International. .....--- — | | 10 | 100 
Machinists, International Association of... ; 3t { 2. 34 | 87.2 


ON OM. Lo adenani quid بخ‎ аны T M 29 | 20| 155] 109! 
Total, Congress of Industrial Organizations......]| $ 94| 22,8 | 319 | 
Unions with 10 or more pun ies 


Subtotal кайер ы Анында көл 333 | 7 21.3 | 262 | 
| - | " 





Automobile, Aircraft & Agricultural Implement | | 
Workers of America, International | | í : | 70 | 

Barbers & Beauty Culturists Union of America. - : 4| 33.: S 

Brewery, Flour, Cereal, Soft Drinks & —— | 
Workers of America, International. à : | 8. 11 

Lithographers of America, Amalgamated . . K i E | 37 

Retail, Wholesale & Department Store Union | | 

Rubber, Cork, Linoleum & Plastic Workers 

Steelworkers of America, United..... 

Textile Workers of America.. à 

Woodworkers of America, Intern: ational._......-- 





| Other Unions........ 
Total independent 


Unions with 10 or more policies: 
Subtotal 





Mine Workers of America, United 
Longshoremen’s & Warehousemen’s Union, Inter- 
national. ... у ~ { си 
495 Mine, Mill & Smelter Workers, Internat ional | 
Union of. : 
497 | Fur & Leather Workers Union of United States 
and Canada, International 
511 | Longshoremen's Association, International.... 
| 
| 


| Other unions 
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X. DISTRIBUTION OF GROUP INSURANCE AND INSUR- 
ANCE EXPERIENCE ACCORDING TO SIZE OF CASE 


The commissions, fees, and insurance company retentions in specific 
cases, revealed by the subcommittee’s investigations, require a set of 
standards against which they can be measured if any judgment is to be 
made concerning their appropriateness. For that reason, an effort 
was made to obtain information showing the relative frequency of 
group-insurance cases according to size of case, the relative importance 
of each size group with respect to total number of employees covered 
and’premium written, and the insurance experience and net cost of 
insurance to the policyholder, by size of case. 

The cooperation of the two associations of life-insurance — 
the American Life Convention and the Life Insurance Association o 
America, was enlisted in obtaining these data. These associations 
acting as a unit agreed to obtain the desired data from a number of the 
larger life-insurance companies and to combine the data and experi- 
ence of the several companies into a single set of data. 

Ultimately, information was obtained from 7 large companies which, 
together, in 1954, wrote over 68 percent of the group life and group 
accident and health insurance underwritten by all life-insurance 
companies. 

The combined data from these seven companies are set forth below 
in tables 26A-28. The tables are prefixed by a statement written by 
the two associations which sets forth the scope and limitations of the 
data provided. | 

The data provide a picture of the group-insurance business of the 
larger life-insurance companies in the country. In considering these 
data, it should be noted that these seven write a relatively higher 
proportion of large cases than do other insurance companies. In 
other words, if data for all insurance companies were available, they 
would show a relatively greater proportion of small- and medium- 
sized cases to the total than do the figures here set forth. 

The data showed that a high proportion of all policies are written, as 
would be expected, for small and moderate size concerns. "Thus, of 
16,724 cases written by the 4 companies which were able to provide 
this information, 43 percent covered less than 49 lives and another 21 
percent 50 to 99 lives. An additional 26 percent of cases covered 100 
to 500 employees. Only 2.6 percent of all cases covered more than 
2,500 employees. However, the numerous cases covering less than 100 
employees represented only 5.6 percent of all employees and involved 
less than 5 percent of total premiums, whereas the 41 cases covering 
more than 25,000 employees included 35 percent of all employees 
insured and involved over one-third of the total premium volume for 
all cases, 

Insurance experience for the first year of a policy and for subsequent 
years must be differentiated because of the higher commissions paid 
on new business as compared with renewal business. Table 2 shows 
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the insurance experience on 1,919 first-year cases with policy years 
ending in 1954. It shows that for all of these policies together 
incurred claims amounted to 73 percent of billed premiums, dividends 
or retrospective rate credits to 11.6 percent, and retentions, defined as 
the excess of billed premiums over incurred claims and dividends or 
retrospective rate credits, amounted to 15.4 percent of total billed 
premiums. Retention varies strikingly with the size of the case. For 
all cases involving less than 49 employees the first-year retention was 
34.8 percent of billed premiums; for all cases involving 50 to 99 em- 
ployees, 33.1 percent. The insurance retention gradually decreases 
with increasing size of case and was 5.6 percent for cases involving 
over 25,000 lives. 

Insurance retentions are lower on renewal business. As table.3 
shows, on all policy years other than the first, ending in 1954, ineurred 
claims were 75.3 percent of billed premiums; dividends or retrospective 
rate credits, 14.8 percent; and retentions, 9.9 percent. On cases involv- 
ing less than 49 employees, the insurance retention was 32.7 percent 
and on those involving 50 to 99 employees, 27.1 percent. Here, too, 
there is a sharp decrease in retention percentages as the size of the 
case increases. For cases covering 10,000 to 25,000 employees, the 
average insurance retention was 7.7 percent; for cases involving 25,000 
to 50,000 employees, 6.8 percent; for cases involving 50,000 to 100,000 
employees, 5.5 percent, and on the seven cases each covering more than 
100,000 employees, the insurance retention was 3.6 percent. 

The relatively high net cost of insurance for small employers would 
"e to point to a problem of some importance. 

"he material received from the insurance companies through the two 
associations follows: 


GROUP INSURANCE DATA COLLECTED FOR THE SUBCOM- 
MITTEE ON EMPLOYEE WELFARE AND PENSION FUNDS, 
UNITED STATES SENATE COMMITTEE ON LABOR AND 
PUBLIC WELFARE 


The attached tables were prepared at the request of the 
staff of the Subcommittee on Employee Welfare and Pension 
Funds. Seven life insurance companies were asked to par- 
ticipate in the study. Because of the time limitation placed 
on completion of the work, only four companies were able to 
compile the data in the exact detail requested. The other 
three companies, however, submitted a substantial amount of 
data in more readily available forms, most of which could be 
used. The seven contributing companies were as follows: 


Aetna Life Insurance Co. 

Connecticut General Life Insurance Co. 

The Equitable Life Assurance Society of the United 
States 

Metropolitan Life Insurance Co. 

New York Life Insurance Co. 

The Prudential Insurance Company of America 

The Travelers Insurance Co. 
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These companies, in 1954, wrote over 68 percent of the group 
life and group accident and health insurance underwritten 
by life-insurance companies. 

Scope.—Companies were asked to include their total group- 
insurance business, omitting only the Federal employee group 
life insurance case, group creditor cover: iges, group perma- 
nent or paid-up cases, and cases involving State cash sick- 
ness coverage only. Among the 4 companies which sub- 
mitted subst: antially all of the desired inform: ition, 2 com- 
panies were not able to furnish data on all of their under-25- 
life cases in the form requested, but these cases covered only 
about 8 percent of the total covered in the smallest size cate- 
gory. Another company was unable to exclude a small 
amount of creditor and State cash sickness coverage. The 
major difficulty for the three companies able to submit par- 
tial data only within the allotted time was in the size group- 
ings requested. One company was able to provide data for 
the under-500-life cases in combined form only and another 
not at all. The third could give data for the over-5,000-life 
group in combined form only and nothing for table 26 or for 
the policies and lives columns of tables 27 and 28. 

Table 26.—TYhis table is presented in two forms. Table 
26-A inc Judes the data of all six companies able to furnish 
at least partial data for this table. It therefore excludes size 

categories under 500 lives and groups together size categories 
over 5,000 lives. Table 26-B presents data for four compa- 
nies in the detailed form requested. Certain data in the two 
largest size categories have been combined where the actual 
experience of individual cases would otherwise have been 
presented. 

Table 27.—This table presents the first-policy-year experi- 
ence, by size of ease, for cases on which the insurance com- 
pany had no previous coverages. The final column, “Excess 
of billed premiums over inc urred claims and dividends or 
retrospective rate credits,” represents that amount required 
to cover such items as expenses, taxes, commissions, contin- 
gency reserve increases, and contributions to surplus. The 
perc entage necessarily decreases with size of case as the econ- 
omies of larger operations come into play. Dividends or 
retrospective rate credits are, in effect, the balancing item, 
the amounts which are credited to the policyholder. These 
amounts as produced by the companies’ experience-rating 
formulas are, in the absence of severe claim fluctuation, 
smaller in the early policy years and for the smaller cases. 
In this connection, it is interesting to note that the experi- 
ence-rating formulas of every reporting company produced 
some dividends or rate credits for the first policy year of the 
smallest size category. 

Table 28.—This table presents the experience for other 
than pure first-year business. First-year costs incurred 
through the addition of new lines of coverage to a previously 
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existing case or an increase in benefit levels on an existing 
case are included in the data. For pure renewal cases, in- 
volving no recent addition or benefit increase activity, the 
expense and commissions would generally be somewhat 
smaller and the dividends or retrospective rate credits some- 
what larger. 'The same comments as to the incidence of 
expenses, etc., by size case as given in the comments on table 
27 apply here. 

It is important to bear in mind in analyzing tables 27 and 
28 that the average percentages cannot be considered appli- 
cable to any one case. Claim ratios will vary considerably 
from case to case, especially in the small-case area. Expenses 
will vary according to a rather large number of factors such 
as claim ratio, size, the length of time the coverage has been 
in force, the type of benefits provided, the average size of the 
benefits, and such other factors as the degree to which the 
policyholder handles the administration of the plan and the 
claim settlements. 


TABLE 26-A.—Size distribution of total group insurance business ! of 6 life- 
insurance companies (all policy penre enemy in 1954) 


| 

| Number of | Number of 
polic у. | covered 

holders | employees | 


Billed Incurred 


Number of employees covered by case premiums claims 


| 

ИЕ р 
| | 

| 


1, Cases involving life insurance orlv (with or with- 
out accidental death and disability): 
500 to 999 ‘ 256, 905 | $9. 06 $5, 250, 725 
1,000 $0 2,499.......... ЕРУ руд уе е 2 : 371. 066 | 5. 66 9. 673. 67: 
2,500 to 4,099... ТРАЕ ОН „ёза «ә ( 321. 892 | ( 31 8. 316. 227 
D ад 85 | 338. 864 | 55, 65 38. 559. 9: 


61, 800, 55! 
2. Cases involving accident and health coverages | 
onlv: 

500 to 999 


2,500 to 4,900............. 
5,000 and over. .. 


3. Cases involving both life insurance and accident 
and health coverages: 
500 to 999 * | | , | ‹ е 
1,000 60 2,499.....-.----.-- | 57 , 066. 91: 97. 875. 244 | 
2,500 to 4,999.........- a 208 | 1. 5 - 909. 636 | 
5,000 and over....... | 2! 4, 924, 64: 457, 600, 5 
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705, 796, 682 | 553, 784, : 
4, Total, all cases: 

; КААЛАШЫ ete aa 577 | 1,095,751 76. 035, 7! 54. 998, 
о C oo LA , 074 1, 673 453 27. 391, 6 92, 977, 
ЭШЛИ: „эы. 5 1. 572 914 5. 540. 632 | 85,905 226 
5,000 and over à 383 7, 032, 384 563, 815,7 450, 474, 287 


3, 484 | 11, 374, 502 12, 783, 697 684, 354, 5t 
! Excluding the Federal employee group life-insurance case, group creditor coverages, group permanent 


or paid-up cases, cases involving State cash sickness coverage only, and all cases involving under 500 lives. 
(See comments.) 
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TABLE 26-B.—Size distribution of total group insurance business * 0] 4 life- 
insurance companies (all policy years ending in 1954) 





| 

| 

| 

Number of employees covered by case | 





1. Cases involving life insurance only (with or 
without accidental death and disability): 


2. Cases involving accident and health coverages | 


3. Cases involving both life insurance and accident 


500 $0 999... - 


— — — 


ТО ПО елеге 


5,000 їо 9,999.......... 
10,000 ко 24,999______ 
25,000 to 49,999... 


50,000 to 99,999 


100,000 and over 


TUM. is 


only: 


500 to 999 
1,000 to 2,490 
2,500 to 4,999 
5,000 to 9,999 
10,000 to 24,999 


25,000 to 49,099... * 
00:000 to 00,000................. 
100,000 and over... 


ТАЙ منت‎ 


and health coverages: 


а RESON 


250 to 499 
500 to 999 к 
1,000 to 2,499 
2,500 to 4,990 
5,000 to 9,900 


10,000 to 24,999... ............ 


25,000 to 49,999. ............ 


50,000 to 99,999 


100,000 and over. ...... 


—— — 


4. Total, all cases: 


0 to 49. 
50 to 99...... 
100 to 249 
250 to 499 
500 10 999... - 
1,000 to 2,499 
2,500 to 4,099 
5,000 to 9,9909 
10,000 to 24,999 
25,000 10 49.999 
50,000 to 99,999 


100,000 and over 


—Ó 








ODE eeu. поћи сиса раоланали парада а пољана | 
























































| 
Маи ИЕ рима Incurred 
policy- OM premiums claims 
holders employees 
| 
2, 280 66, 430 | $2, 287, 576 $1, 240, 959 
1, 144 81, 250 2, 688, 592 1, 448, 672 
906 141, 156 4, 845, 792 2, 615, 351 
402 141, 904 5, 844, 361 3, 506, 774 
210 144, 063 5, 675, 991 3, 068. 021 
132 197,380 | 9,482, 192 5, 425, 020 
5 179, 896 8, 019, 061 4, 930, 188 
29 | 197, 498 | 7. 953, 270 5, 214, 341 
15| 237,360 9, 258, 472 6, 385, 002 
~ 271,953 | 12, 296, 040 8, 386, 291 
1 918 |} 8,234,099 5, 809, 066 
1 111, 755 5 — 
5,179 | 1,839,094 | 76,585,446 | — 48,029,685 
| 
1,418 | 34, 452 2, 032, 787 1, 462, 978 
402] 27,807 1, 674. 618 1, 185, 695 
379 58, 546 3, 125, 366 2, 201, 555 
148 | 51, 635 2. 926, 988 2, 208, 571 
103 | 71, 337 | 3. 409, 199 2, 545, 853 
70 108, 394 7, 119, 045 5, 521, 467 
22 81, 650 4, 559, 515 3, 683, 580 
15 114, 725 6, 395, 101 5, 036, 896 
9 123, 916 7, 375, 083 5, 808, 769 
2 90. 034 2) 751, 52! 2, 328, 185 
1 59.557 |V 12,814,438 | — 10,856,555 
1| 17,62]|| !595 , 
2, 570 933, 685 | 54, 183, 665 42, 840, 104 
— — — — ————— uan] o—— P === 
| 
| 
3,418 | 104,185 9, 487, 030 | 6, 135, 535 
2.015 | 143,760 | 12,236,904 | 7,649,222 
1,700 | 266,347 | 22,719,863 | — 14,419,677 
812 286, 617 | 24,716,222 | — 16,807, 920 
440 | 309.022 | 27,494,057 | 19, 283. 787 
308 488,672 | 46,942,792 | — 33,969, 413 
140 484, 093 | 44, 255,940] 32. 854, 732 
74| 511,581 | 45103. 546 | 33,168, 400 
41 636, 105 | 60, 162, 236 | 48. 16%, 862 
18 600,101 |. 93,477,709 | 77,050, 695 
4 242, 337 | don. 
5| 124 25 || 112, 195, 621 | 96,501,906 
366, 045 | 498,791,920 | 386, 049, 248 
| | 
7,116 | 205,067 | 13,807,3931 8,839,472 
3, 561 252. 826 | 16,600, 114 | 10, 293, 589 
2. 985 466. 049 | 30, 691, 021 19, 236, 583 
1,362 | 480,156 | 33,487,571 | 22, 523, 265 
753 | 524.422 | 36, 579,247 | 24.897. 661 
510 | 794,446 | 63. 544.020 | 44.915. 900 
213 | 745,639 | 56.834, 516 | 41, 498, 500 
118 | 823,804 | 59,451,917 | 43.419, 736 
65 | 997.381 | 76,795,791 | 60,362,633 
28 | 1,030. 388 | 108,525,274 7,774, 171 
£ | a dee oro |} 133,244,158 | 113,167, 527 





| 1,453, 612 


16,724 | 8,138, 824 | 629, 561, 031 


476, 919, 037 


1 Excluding the Federal employee group life-insurance case, group creditor coverages, group permanent 
or paid-up cases, and cases involving State cash sickness coverage. 
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TABLE 27.—Group insurance ewperience for first policy years ending in 1954, all 
lines combined * 





| 


s As percent of billed premiums, 7 
4 life-insurance companies ife-insurance companies ? 


| 

| | Excess of 

Number of employees | | Divi- billed pre- 
covered by case Num- Number of Billed Billed | | dends or | miums over 


] d | à » » 
— covered | premiums | pre- | Incurred | retro incurred 


и „| Claims | spective | claims and 
»mployees | (thousands) | miums | I 
|holders| °™Ployees | (thousand —1 | rate | dividends.or 
| | | credits | retrospective 
| | ratercredits 


| 


| 
Ретсети | Percent | Percent 
33, 815 ‚ 494 | | 65.0 | 0.: 34 
24, 514 ‚ 724 | } 65. 33 
38, 877 | ‚ 763 i 67. 27. 
27, 945 ‚ 167 | | 72 

28, 377 ‚ 734 | 71. $ 

35, 558 2. 590 1 73 
dia | | 32, 343 | 2, 745 71.1 

Јо 10 9,999_________ 1 14, 619 | ‚ 539 i 79 
1000 to 24,999. .....--- ў 48, 834 | 2,674 | 68. 
25,000 ко 49,999.-........ | 686 | 
50,000 (0 99,999___________ : | М — | 
100,000 апа оуег | =» | 





سرن د 


21 
17. 
13 
10 
13 
6 





— 
доме о] ~ bh 


ы‏ س 


5.6 


384, 714 | 30, 116 100. 0 73 11. 6 | 15.4 


1 Excluding the Federal employee group life-insurance case, group creditor coverages, group permanent 
or paid-up cases, and cases involving State cash sickness coverage only. 

3 Derived from data of 5 companies submitting figures on 4 smallest size categories, 7 companies for next 
3 size categories, and 6 companies for cases of 5,000 lives or over 


TABLE 28,—Group insurance experience for all policy years, other than first, 
ending in 1954, all lines combined 


| 4 life-insurance companies As percent of billed premiums, 7 
| life-insurance companies ? 
| 


| | Excess of 
Number of employees |, | | Divi- | billed pre- 
covered by case Num” Î Number of | Billed Billed dends or | mtums ovor 
bei owed | premiums | pre- Incurred | retro- incurred 
policy- employees |(thousands)| miums claims | spective | claims and 
holders | rate dividends or 
credits | retrospective 
rate credits 


Per- 
cent | Percent Percent Percent 

я з | 171, $11, 314 100. 0 62.5 | 4.8 | 32 

50 10 99 _. ‹ 228, : 14, 876 100. 0 61.4 11.5 | 27 
100 to 249 | 427,172 | 27, 928 100. 0 62. 4 16, 4 | 21. : 
250 to 499 , 452, 2 31, 321 100. 0 66. 4 | 18. 5 | 15. 1 

500 to 999 4 496, 045 34, 845 100. 0 70. 9 | 15 1 13 

1,000 tò 2,499... 486 | 758, 60, 954 100. 0 72 16.5 | 10 

2,500 to 4,999 | 713, 296 54, 059 100. 0 73.3 | 17 ` 
5,000 to 9,999 | 809, 185 57, 913 100.0 74 16. ђ | 8. 7 
10,000 to 24,999 948, 547 74, 122 100. 0 78. 4 13.9 | 7.7 
25,000 to 49,999 27 984, 113 107, 096 100. 0 80 12.6 | 
50,000 to 99,999 5 311, 477 28, 272 100. 0 AO 13. $ 


100,000 and over 7 1, 453, 612 96, 715 100. 0 Sê 


0 to 49 


oT 
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Total... ; 14, 805 7, 754, 110 599. 445 100. 0 75. 1 14 


1 Excluding the Federal employee group life-insurance case, group creditor coverages, group permanent 
or paid-up cases, and cases involving State cash sickness coverage only. 

2 Derived from data of 5 companies submitting figures on 4 smallest size categories, 7 companies for next 
3 size categories, and 6 companies for cases of 5,000 lives or over 








XI. INTERLOCKING DIRECTORATES AND FINANCIAL 
TRANSACTIONS BETWEEN LARGE POLICYHOLDERS 
AND COMMERCIAL CARRIERS 


The subcommittee staff, in the course of its studies received from 
certain labor union representatives allegations to the effect that group 
insurance is sometimes placed with, retained by, or transferred to 
an insurance company on the basis of considerations other than low 
net cost of the insurance. Among the considerations cited were loans, 
securities purchased or other financial assistance by the carrier to the 
insured, and interlocking directorates between the purchasers of the 
insurance and the carrier. 

While the staff had no views as to whether or not such situations, if 
existing, had any bearing on the placement of group insurance, it felt 
compelled to make an effort to determine the incidence of their condi- 
tions and their significance, if any. 

Accordingly, the staff wrote a letter to the 10 insurance companies 
believed to write the largest volume of group insurance, citing the 
above allegations and asking for the following information: 

1. A list of all loans, securites, or other financial interests 
exceeding $500,000 held by your company involving com- 
panies, other than railroads or public utilities, which have 
purchased group insurance from you in a yearly premium 
amount exceeding $150,000. In this regard we desire the 
dates of such loans, securities purchased or other financial 
transactions, effected since January 1, 1949, together with 
the amount thereof. We also desire the date the group in- 
surance was installed since that date, the annual premiums 
and the dates and amounts of any substantial (25 percent or 
more) increases therein. In whatever manner is deemed 
most practical, we further desire some indication of the vol- 
ume of such transactions since the date specified with com- 
panies which have not placed group insurance with you. 

2. A list of any officers and directors of your company 
who are officers or directors of companies which have placed 
group insurance with you since January 1, 1949, in a yearly 
premium amount exceeding $150,000, together with the dates 
of the appointment of such officers or directors of your 
company; the dates of the placement of such insurance as 
well as the amount of yearly premium; and the dates and 
amounts of any substantial (25 percent or more) increases 
therein. 
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The companies from which this information was requested and.the 
m of the total United States group life and group accident and 
ealth business that each writes are as follows: 


| p ' т 2 
| Percentage of total United 
| States group busines 


| written 


Accident 
ind health 


1 
2. Connecticut General Life....................... 1 

3. Continental Casualty........ 

4, Equitable Life — 
EMEN rums ae ә 
О ИВ 1522 о а a 

7. Occidental Life 

8. Provident Life & Accident PEU babei E 
ло сонника чья 
ی‎ ан» : 


1 Not available. 


These 10 companies in the aggregate wrote in 1952 approximately 
81 percent of the total of all group life insurance underwritten in 
the United States, and approximately 70 percent of all group accident 
and health insurance written. 

Replies were received from all 10 of the carriers. Two companies 
reported that they had no loans, securities, or other financial interests 
exceeding $500,000 with companies, other than railroads and public 
utilities, which have purchased group insurance since January 1, 1949, 
with a yearly premium exceeding $150,000. The reports for these 
same two carriers disclose that no officer or director of the carriers 

yas an officer or director of any company which has purchased group 
insurance since January 1, 1949, with a yearly premium in excess of 
$150,000. 

One of the companies reported that there were no loans, securities 
or other financial interests meeting the transaction specifications, 
however, on the second point of inquiry, the carrier reported that it 
had two directors who are directors of companies which have since 
January 1, 1949, increased their group insurance with the carrier in 
a yearly premium amount exceeding $150,000, although the carrier 
had group coverages on the employees of these companies long before 
1949. 

Of the remaining seven companies, there were approximately 
$2,160 million in securities or other financial interests meeting the 
transaction specifications in 76 companies. Over the same period of 
time, the same companies had a total of over $11,060 million in major 
loans in investments, i. e., of over $500,000 to companies other than 
railroads or public utilities. In other words, the financial transactions 
of the specified type made with companies for which group insurance 
policies with premiums of over $150,000 annually were written 
amounted to about 20 percent of the total of all such transactions of 
similar size. 

All told, there were 37 individuals who were directors of both the 
insurance company and a policyholder and 38 pre where 
there was an individual who served on both the board of the policy- 
holder and the board of the insurance company. This analysis, again, 
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included only those companies whose group policies (1) have been 
written since 1949 and (2) have an annual premium volume exceeding 
$150,000. 

The data obtained from the carriers showed instances in which 
there were financial transactions with companies that took out group 
insurance but indicated nothing as to whether there was any causal 
relationship between the two. In this connection, it must be borne 
in mind that since most of these companies were writing a considerable 
proportion of all group business and at the same time were large pur- 
chasers of bonds of all descriptions and were making sizable loans 
to many companies, it is only to be expected that a certain proportion 
of the companies whose sureties were purchased or to which direct 
loans were made would also be purchasers of group insurance. 

The majority of cases reported by the carriers can be illustrated by 
the following: Company A has been a policyholder with carrier Z 
since 1926, and the annual premium on its insurance has been $4.5 mil- 
lion. In 1949, carrier Z made a $90 million loan to — A. It 
seems obvious in this case that there was no relationship between the 
two transactions. 

On the other hand, there were a number of cases in which a prox- 
imity of dates between the financial transaction and the taking out 
of group insurance suggests a possibility of some connection between 
the two. The following are examples: 

In 1949 and 1950, carrier A loaned Company X $15 million. Early 
in 1950, a director of carrier A was appointed a director of Com- 
pany X. On June 20, 1951, Company X bought a group insurance 
policy from carrier A. Current premiums average $2.5 million. 

Company Y borrowed $5 million in 3 percent debentures on Sep- 
tember 28, 1950. from carrier B. In 1954, another loan of $3 million 
was extended. Effective May 1, 1955, Company Y bought a group 
insurance policy with annual premiums of $208,246. 

On May 1, 1951, Carrier C extended $47.5 million in 315 percent 
notes to Company Z. On October 1, 1953, Company Z took out group 
insurance with Carrier C with annual premiums of $8.3 million. 

Time and other limitations did not permit detailed field investiga- 
tions to determine whether, in such instances, there had been any 
connection between the two transactions. The staff study on this 
point must therefore be considered inconclusive. 








симунал МУШНОМ 30 ALISHJAINfI 








XII, ANALYSIS OF RETURNS FROM 65 BANKS AS TO 
PENSION PLANS FOR WHICH THEY ARE CORPORATE 
TRUSTEE 


In hearings before the subcommittee in July 1955, Mr. C. C. Bal- 
derston, vice chairman of the Board of Governors of the Federal 
Reserve System, stated that 65 banks in the country held pension or 
other trusts, including personal trusts, in aggregate amounts in excess 
of $100 million each. Thirty-eight of these banks were State bank 
members of the Federal Reserve System and held pension and other 
employee benefit funds in 2,500 accounts with aggregate assets of 
almost $6 billion. Twenty of the banks were national banks acting 
as trustees for 2,069 poem and employee benefit trusts with assets 
of $2,040 million. The list of 65 banks cited by Mr. Balderston in- 
cluded seven State chartered nonmember banks which were trustees 
for 400 pension and other employee trust accounts with $216 million 
in assets. 

These 65 banks had a total of 5,269 pension and other employee trust 
accounts with $8,256 million in assets. All except a very small pro- 
portion of these employee trust assets are those of pension plans. 
The great majority of the assets of all pension and employee benefit 
trusts administered by banks are in the 65 banks memes to above. 

In November 1955, the subcommittee staff addressed a letter to each 
of these 65 banks requesting essentially the following information: 


A. A list of all —— and profit-sharing plans with pension 
features for which the bank is corporate trustee, this list to show 
separately (1) employer-administered pension plans; (2) pen- 
sion plans jointly administered by representat ives of the em- 
ployer or the employer and a union, and (3) profit sharing plans 
with pension features. 

B. (1) A list of pension plans the trust agreement of which 
permits the purchase of securities, obligations, leasebacks, or 
other property of the employing company or its subsidiaries or 
affiliates; (2) a designation of those plans in which the bank had 
sole discretion with respect to investments; (3) a designation of 
those plans the trust fund of which contained any investment 
in assets, obligations, securities, and so forth, of the employing 
company, and an itemization of these holdings and the percent- 
- of such holdings to the total assets of the trust. 

A list of any common or voting stocks, any portion of 
which is held in a pension trust and wherein the bank holds in 
a fiduciary or other voting capacity, including holds in personal 
trusts, an aggregate of such stock amounting to 5 percent or 
more of the issue outstanding. 

D. The requirements, if any, of the bank relating to actuarial 
soundness of the plans for which it serves as trustee. 
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Replies were received from 64 banks. All told, the banks were 
acting as trustees for a total of 5,053 plans, of which 3 515 were 
pension plans and 1,538 were profit- -sharing plans with retirement 
features. Of the 3,515 pension plans, 3,389 were employer adminis- 
tered and 126 were jointly — — administered or wholly 
union administered plans. 

Most of the trusts were administered by banks in six States: Cali- 
fornia (440), Illinois (517), Massachusetts (222), New York (1,681), 
Ohio (317), and Pennsylvania (610). Banks in other States admin- 
istered 1, 966 plans. 

Sixty- four percent of all plans were administered by 19 banks, 
each of which administered more than 100 pension trusts. 

Specific prohibitions in the trust instruments as to investment in 
employers' assets or obligations were found in 650 funds; 967 trusts 
specifically permitted such investments; in 324 insured plans, there 
were no funds to invest; in the remaining 1,574 plans, the trust 
instrument was silent on this point. 

There was à minimum of 914 plans in which the bank had sole 
discretion as to the investment of the funds. This figure may, how- 
ever, be an understatement. It appears from the material that there 
are many cases in which the bank has virtually no investment authority 
whatsoever, where all investments are decided upon by the employer, 
or a committee representing him, and in effect the bank merely serves 
as a custodian of the securities or assets held. 

Approximately 6 percent of the total of 3,191 noninsured pension 

lans (195) held employers' assets or obligations in the trust fund. 
he distribution of these plans, according to the percentage of the 
total trust invested in the employers' assets, is as follows: 
Number of 
Percentage of employers' assets to total assets of trust fund: pension plans 

44 سنہ ییک چچ ھت وھ نچب ی ی کو و ی ی ی BEN E cda queque‏ 

анн یا نچ ی ت‎ quyabe muss din 86 

nen BEL CL LEL 34 

ЛО Оаа аана ی نت چ ی و‎ ны виды 17 


ПО ЕС ЕЕ сео А ТА С а ола 9 
ИЕ О аи са ом aa a не 5 


In 65 plans, assets or obligations of the employer amounted to more 
than 10 percent of the total trust assets. Appendix I lists these plans.’ 

One thousand five hundred thirty-eight profit-sharing plans with 
pension features were reported by the banks. Of these, the trust 
agreements in 431 cases specifically permitted investment in the em- 
ployers' assets or obligations and in 140 cases specifically prohibited 
such investments. The trust agreements of the remaining 967 plans 
were silent on this point. 

In at least 362 plans of this character the bank had sole discretion 
as to investment. 

Of the 1,538 profit-sharing plans with pension features, 195 plans 
reported an investment in the assets of obligations of the employer. 


1 See p. 362, infra. 
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The distribution of these 195 profit-sharing funds in accordance 
with the proportion of the trust assets which were invested in the 
employers’ assets or obligations is as follows: 


Number of 

Percentage of employers’ assets to total assets of trust fund: pension plana 
АКИРА АСАДЫ ХАЗИ Е а —— 81 
О Поло چ‎ madera n 52 
فو و و ی ی ی ی ی ی ا‎ Vv ن ی چ‎ 34 

дарында ы дра» 38‏ ھی ی ی ن dica mino‏ و ی و ا 

dava. 15‏ ی ی چ ی ن وف ی ی 

25 — ی د و аьа‏ ی ی ی ПИР ПО ИО а‏ 


In 112 of these 195 plans more than 10 percent of the trust fund was 
invested in the employers' obligations or securities (see appendix II). 

There were 2 banks which held in a pension or profit-sharing trust a 
common stock or other security with voting rights which added to 
other holdings of the issue by the bank represented in excess of 5 per- 
cent of the issue in question. All together, these banks held exactly 
100 securities of this description. In many cases, the security in ques- 
tion represents the ownership of a particular piece of real estate. In 
many instances, the corporations involved are quite small. There 
are, nevertheless, a number of instances in which a bank holds a sizable 
percentage of the common stock of a large corporation and where a 
question as to possible bank control of the corporation might arise. 

The replies of the banks indicated that to all intents and purposes 
the banks have no responsibilities with respect to the actuarial sound- 
ness of the plans for which they are trustees and that they have 
established no requirements along these lines. A number of banks in- 
dicated that they will not accept the trusteeship for a plan unless 
they know that the plan has an actuary, but there is no indication 
that they receive or request a copy of the annual evaluation report of 
the actuary. In general, it is apparent that the banks simply do not 
concern themselves with this side of the operation of pension plans. 
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APPENDIX I 


Pension trusts in which more than 10 percent of the trust is invested 
in securities, leasebacks or other obligations of the employing 
company or affiliates 

Percent 
Employer company and description of securities held of trust 

Company A—common stock 26. 0 

Company B—common stock 

Company C—preferred stock of affiliate 

Company D—3 percent demand note : 

ООВ Та Омер одана 

Company F—6 percent поѓеѕ ---------- Бума 

Company G—common stock ; 4 percent notes and capital stox k of holding 

corporation 

Company H—leaseback 

Compay 1-4 percent promissory noios..........— —— о ас — 

Company J—common stock, cumulative convertible preferred stock 

Company K—capital stock of affiliate._._.....__~ анаара та 

Company L-—4 percent denentures.....—— 5 — 

Company M-—stock of subsidiary... . —— 

Company N—4!4 регсеп; деђеп(игев____----_-------------------------- 

Company O—common and cumulative preferred stock 

Company P—commingled investment fund 

Company Q—cumulative preferred stock 

Company R—common and cumulative preferred stock... 

Company S—note 

Company T—promissory note 

Company U—promissory note 

Company V—promissory note... 

Company W—common and cumulative preferred. stoc К. 

Company X—eommon stock...... in s 

Company Y—cumulative convertible preferred "NN 

Company Z—leaseback ........- : 

Company AA—common stock and le: iseback 

Company BB—preferred stock of affiliate 

Company CC—common stock 

Company DD—real estate lease_______- 

Company EEK—first and refunding mortgage bonds- 

трапу КЕ—1]еа$ез оп еди!рштей$--_-_-. — — 

Company GG—2 percent promissory note... 2L 

Company HH—bonds and preferred stock 

Company II—common stock 

Company JJ 

Company KK—oil о payment 

Company LL—convertible 414 percent debentures and preferred stock... 

Company MM—common and preferred stock, 3 percent debentures 

Company NN—class A cumulative preferred stock 

Company OO—common and preferred stock 

Company PP—common and preferred stock ; equipment leased 

Company QQ—cumulative preferred stock 

Company RR—capital stock and leaseback of affiliate... _. 

Company SS—preferred stock 

Company TT—common stock and real estate leasebacks....... 
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Percent 

Employer company and description of securities held of trust 
Company. UU—common stock of company and affiliate... —⸗ 44.5 
Company VV—3 percent promissory note and cumulative preferred stock... 20.0 


Company VV (salaried employees)—3 percent promissory note, common 


ПО qua ce 14. 0 
ОВУ СОО ПИЕ لن م‎ 16. 8 
Company XX—registered 4% percent debentures of affiliate... 97.1 
Company YY—debentures and common stock___.----------------------- 54.1 
ا‎ 13.6 
СОК - Абе тога ыыы, 13.3 
Company B3—first mortgage real estate notes (41⁄4 регсепі) _____________ 13.2 
Company C3—convertible 344 percent debentures, common and cumulative 

а Ма aria nat а 36. 7 
САЛМА em CT Е aum وی ی ی‎ лина әл 18.5 
БО а Ко SERN URINE Mos a in prem dumped comi НИНА 25.5 
Company F3—notes receivable and 415 percent demand notes of affiliate ; 

BEP AN ооа а 18.9 
Company G3—common and second cumulative preferred stock, subordi- 

nated convertible debentures, Теазеђаск____________-__------_-------- 11.4 
Company H8—class A and B common and cumulative preferred stock... 28.3 
ООО аа 40. 1 
Company J3—common and cumulative preferred Ц. В 
СКИНИ НИСИ CO ی ی ی‎ не ара چک ی ی ی ی ی‎ 20. 6 


APPENDIX II 


Profit-sharing plans with pension features in which more than 10 
percent of the trust is invested in securities, leasebacks or other 
obligations of the employing company or affiliates 


The majority of profit-sharing plans are not tied to pension plans. 
The employee generally receives his share of the plan in a lump sum 
upon leaving the company’s employ, or upon retirement at 65, or his 
estate receives it upon his death. 

In listing this material the subcommittee wishes to point out that it 
may be a characteristic of profit-sharing plans to invest in their own 
securities or properties. However, it feels that where the plan incor- 
porates pension features the details should be made known to the 
employees. 


Percent 

Employer company and description of securities held of trust 
тр n ri siii c на 18. 5 
DNE ЕНИ E Ве 20. 0 





Company C€—eapital stock... Rem о еса ЫЙЫ 45.9 
Company D—trust and debenture ака 23. 0 
چ چ‎ 46. 0 
چ چ چ ی چ ی‎ ce ——— 97.0 
ا چ چ‎ a atem pm са RON 
CREEK B e Vial. в ные 21.0 
QUNM 2-е Оо 51.0 
Company J—eumulative preferred stock... — 12.0 
Company K—ehattel mortgage installment notes... 2. 22 2 LL LLL ll 15.0 
Company L—trust and debenture 1оап______ Е nada ela 44.0 
Company M—leaseback and secured loan to affiliate... 22 Lc 92.0 
Companys -N—ehares- of company... uoi CIL ream 17.0 
QOollany O--ahares- 0f company. наанаа 33.3 
Сотрапу Р—рге?еггей вћагев ог аћпаје__________________-____-------- 99. 0 
Company Q—51!4 регсепе ргопазвогу поје______________-_____---------- 14. 6 
Сошрапу К—6 регсеп« детапа појев_______________-___-------------- 46. 0 
Сошраву. 8 —dahares of company... ст — — 100. 0 
Company T—5 percent secured note... 2 2 2. LL LL LLL LL LL LLL Lll. 46. 0 
COO DANG UOMO GbOse sass seas aa mua کے‎ 96. 6 
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Percent 

Employer company and description of securities held of trust 
Company V—capital stock 
Company W—cumulative preferred stock 
Company X—5 percent note 
Company Y—common stock 
ААУ БИШЕ ФЕ COUNTING оранжевые 100. 
Company AA—common and cumulative convertible second preferred 


Company BB—capital stock 
Company CC—6 percent debentures 
Company DD—common stock 
Company EE—cumulative preferred stock 
Company FF—6 percent promissory note and 6 percent debenture 
Company GG—capital stock, leaseback-valued 
Company HH—common and cumulative convertible preferred stock 
Company II—shares of affiliate 
Company JJ—common stock 
Company KK—bond and mortgage 
INN DUM vg zu zu: ucuz xz ټی نتف ن‎ 
Company ММ—вћагез ог сотрапу__________------_---- о она 100. 
Company NN—common stock 
Company OO—common stock. 
Company PP—common and cumulative preferred stock; leaseback 

affiliate : ( 
Company QQ—common stock и 29. 6 
Company RR—common stock 79. 
Company SS—common stock... ‚ я 21. t 
Company T'T—common stock... 98. 
Company UU—real estate leaseback м — 
Company VV—preferred stock 10. 
Company WW-—common stock and real estate leaseback 29. 
Company XX—common stock d 15. 
Company YY—common stock 25. § 
Company ZZ—preferred stock ‚8 
Qompany AS$-.0 pereont Lee em mapas eiu, crar m tonat nis bata 100. 
Company B3—preferred stock 
Company C3—common and preferred stock 
Company D3—convertible preferred stock; overriding royalty in real 

estate leases 
Company 
Company 
Company 
Company 
Company I3—common stock 
Company J3—equipment 
Company K3—common stock 
Company L3—3 percent debentures, capital stock, common stock, real 


оо > Фо учн Ф 


Company M3—common stock 

Company N3—secured and promissory појев________________-_-_____---- 
Company O3—preferred stock 

Company P3—common stock 

Company Q3—common stock 

Company R3—common and preferred stock 

Company S3—common stock 

Company T3—capital stock 

Company U3—shares of company 

Company V3—capital stock 

RT LG vg vz a اس ھن نھ چ اہ ھت‎ ава 
Company X3—common stock 

Company Y3—shares of company 

company Z3—common stock 


2 
< 
х 
2 
=] 
г. 
< 
о 
T 
2 
= 
ы. 
© 
> 
Е 
v) 
8 
ы 
E 
=. 
=> 


و О њ‏ ب ج –> ++ 2 2- = | 








WELFARE AND PENSION PLANS INVESTIGATION 





365 


Percent 
Employer company and description of securities held of trust 
Company Е4—с1а55 А соуегш је деђеп(џитев_____________________________ 20. 0 
CMS ИОНОВ ны инь очей 50. 0 
СИИИ ОБАЛ ОК ЭШЛИ зо ы 19. 6 
Company H4—5 percent convertible debentures.......... 2 2 2 LLL 13. 0 
Сотшрапу 14—5 регсепі опвесогеа ђопдав______-_-_-----------------_----- 14.1 
Company J4—shares ОГ сопрапу, 1еавеђаскв________________________-_ 21.2 
о до рано ت‎ 45.7 
Company L4—class B-5 percent noncumulative participating stock ______ 11.9 
Company M4—5 percent note on real estate loan___---____--__----______ 63. 4 
ONE T Ж АЛИШ. eee ن فت نت‎ aacra 52.1 
Company O4—5 percent note; real estate Па ај 13. 4 
СЛОВУ ЧОО ПИО. пекин иены романса 18. 7 
Company Q4—4!5 percent note secured by first mortgage... 19. 5 
Company R Ранна крае 10. 3 
Company 84-454 percent debentures... 0. [== ——ы 97.3 
Сотрапу Т4А—сппшацуе ргегеггед 8(осК____________________________- 40. 9 
Company U4—noncumulative preferred stock... а 49. 1 
Company V4—5% percent collateral note............................... 74.4 
Company W4—preferred stock (employees' profit-sharing) 2... 40. 8 
Company X4—eumulative preferred stock... nd MEL توو ی ی‎ 79. 6 
Company X4— (profit-sharing trust) cumuli itive preferred stock... 99. 0 
Company Y4—capital stock... /—— ———— ый 100. 0 
Company Z4—common and preferred stock. ааыа ана Б 46. 0 
Company ا و‎ cumulative preferred Stock... ci ann Rigas caia ИИИЙ 
Company B5—class A and B common stock... ö ETE ۷ n 
Company C5—class B common and cumulative preferre d stoc k; 4 percent 
QUEM" QOO Loss decent BEI PERDER NS dap Ma ies УНИИ АННОЙ 81.3 
Company D5—preferred stock ; note of subsidiary. === 10. 0 
И cece meee mcd 78. 7 
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AMENDING BANKRUPTCY ACT WITH REFERENCE TO 
REORGANIZATION OF RAILROADS 


APnIL 16 (legislative day, APzrr 9), 1056.— Ordered to be printed 


Mr. DANIEL, from the Committee on the Judiciary, submitted the 


f llow Ing 


REPORT 


кт 


ie Committee on the Judiciary. to which was referred the bi 
(S. 3025) to amend paragraph (2) of subdivision (c) of section 77 o 
the Bankruptey Act, as amended, having considered the same, 
reports favorably thereon with amendments and recommends that 
the bill, as amended, do pa 


AMENDMENTS 


1. Page 1, line 7, following the word *'*debtor", strike out the 
words “the trustee" and insert in lieu thereof the following: “with 
respect to safety, location of tracks, and terminal facilities, the 
trustee or trustees 
d. Расе AN line e. folk \\ ing the word «ро s”; isert the following: 
“of statewide jurisdiction”. 
3. Page 2, lines 3 and 4, strike out the words ‘‘over the objection 
of the trustee" and insert in lieu thereof the following: **(a) unless 
the trustee or trustees, with the approval of the court, shal! consent 
thereto, or b)”. 

4. Page 2, line 7, following the word “trustee”, insert the words 
"or trustees". 

5. Page 2, line 8, following the word *'his", insert the words “or 


their”. 


. 
і 


90002 5T S. Rept., 84-2, vol. 2—— 49 
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2 AMEND BANKRUPTCY ACT WITH REFERENCE TO RAILROADS 
PURPOSE 


The purpose of the proposed legislation, as amended, is to amend 
paragraph (2 of subdivision (c) of section 77 of the Bankruptcy Act, 
entitled “Reorganization of Railroads Engaged in, Interstate Com- 
merce,” to allow the bankrupt estate with respect to safety, location 
of tracts, and terminal facilities, to comply with the lawful orders of 
a State regulatory body of statewide jurisdiction, so that improvements 
in railroad facilities can be made as needed prior to the final adoption 
of a plan of reorganization. ‘The bill further provides that the trustee 
or trustees of the estate need not comply with the State regulatory 
order unless and until the Interstate Commerce Commission shall 
find that compliance with the order will not impair the ability of the 
trustee or trustees to perform his or their duties to the public, will not 
constitute an undue burden upon interstate commerce, will be compat- 
ible with the public interest, and will not interferr with the formulation 
and approval of a satisfactory plan of reorganization for the debtor, and 
further, that compliance shall be made with any applicable provision 
of the Interstate Commerce Act. 


STATEMENT 


This legislation was the subject of hearings before a subcommittee 
of the Committee on the Judiciary on March 20, 1956, at which time 
testimony was heard from proponents and opponents of this legislation. 

Section 77 of the Bankruptcy Act deals with the reorganization of 
railroads engaged in interstate commerce. As stated at the hearings, 
the purpose “of the section is to provide a method whereby г: ailroad: 
may reorganize for their benefit and for the benefit of the public, i 
being realized that interstate railroads are a public utility in which the 
public has an essential interest. 

The hearings show that the recommendation for this legislation rises 
out of a situation now existing in the city of Miami, Fla. The Florida 
East Coast Railroad ope rates out of the city of Miami, and one of the 
assets of this railroad now in reorganization is the Miami railroad sta- 
tion, which was built in about 1914. The same railroad station now 
exists in that city. In 1922, the total population of Miami was about 
20,000, and as far back as 1922, the city of Miami complained about 
the inadequacy of the station. The testimony indicates that the 
normal year-round population of Miami is presently 850,000 and the 
wintertime population runs close to 2 million, and, as stated, the same 
station now exists in Miami as existed in 1914. 

The Florida East Coast Railway went into reorganization under 
section 77 of the Bankruptcy Act about August 31, 1931, which is 
almost 25 years ago. During this period, four proposed plans of 
reorganization have been through the Federal courts and the Inter- 
state Commerce Commission. The United States Supreme Court has 
had the matter presented to it on three occasions. It appears that the 
Interstate Commerce Commission has issued innumerable reports, and 
now has the matter before it once more, so that the situation is static 
as to the changing of the terminal, the building of a new station, and 
related matters. 

It appears from the testimony given that this is caused by the objec- 
tions of certain bondholders to the reorganization plans that have thus 
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far been proposed and that, as a result thereof, needed changes in the 
facilities mentioned may not be had until such final plan is approved. 
The committee, of course, realizes that the bondholders have a right 
to litigate and object to a plan of reorganization, and to carry the 
matter to the Supreme Court of the United States if they so desire. 

The committee, in reviewing this matter, bears in mind that under 
section 77 of the Bankruptcy Act, dealing with interstate railroads 
which are in financial difficulties, the power to operate and administer 
the railroad and to effect a reorganization as a result of which a dis- 
tressed railroad can continue as a strong and effective part of our 
national transportation system is divided between the Federal courts 
and the Interstate Commerce Commission. In Palmer v. Moss., 
decided in 1939, which involved the reorganization of the New Haven 
Railroad, the Supreme Court said: 


The judic ial processes in bankruptey proceedings under 
section 77 is, as it were, brigaded with the administrative 
processes of the Commission. 


It therefore follows that the Interstate Commerce Commission is 
an integral part in the operation of section 77 of the Bankruptcy Act. 
The committee does not desire to interfere with the rights of a litigant 
to this proceeding but does believe that the purpose “of section 77 of 
the Bankruptey Act includes the welfare of the publie generally. 
In the situation at hand, it has been found that the public is suffering 
through the inability of the parties involved to reach an agreeable 
reorganization plan which would allow the change and improvements 
in the facilities mentioned. 

The State of Florida has on several occasions approved and directed 
the changes herein sought, unavailingly. The committce is of the 
view that this situation has reached a point where the proposed amend- 
ment to the bankruptcy law is deemed meritorious. Not only should 
this particular situation be resolved, but if there be any other like 
situation, now or in the future, the committee believes that the amend- 
ment is necessary in order to safeguard the interests of the public 
generally. The bill as proposed allows both sides to be heard, so that 
the matter can be finally resolved. Proponents and opponents ini- 
tially may be heard before the State regulatory body. In addition 
thereto, they may be heard before the Federal court on an order from 
the State regulatory body and, finally, under the limitations provided 
in the bill, the Interstate Commerce Commission may rule upon the 
merits of the order as it affects the public interests. It would appear 
that there are many instances when this type of proceeding would 
inure to the benefit of the bankrupt, the bondholders, and the public 
at large without having to await the approval and adoption of final 
reorganization plans. 

The Interstate Commerce Commission in its report dated February 
29, 1956, which is attached hereto and made a part hereof, states that 
: * no objection to the enactment of S. 3025, and states, in part, as 
ollows: 


'The proposed amendment, however, should be considered 
together with the provisions of section 959 (b), title 28, 
United States Code, which reads as follows: 

A trustee, receiver or manager appointed in any cause 
pending in any court of the United States, including & 
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debtor in possession, shall manage and operate the prop- 
erty in his possession as such trustee, receiver or man- 
ager according to the requirements of the valid laws of 
the State in which such property is situated, in the same 
manner that the owner or possessor thereof would be 
bound to do if in possession thereof. 

The United States Supreme Court has stated that the 
obvious purpose of the foregoing provision was to negative 
any idea that a Federal receiver or trustee could ignore the 
rules of law of the State of operation affecting the conduct 
of the business committed to his care (2 almer v. Webster && 
Atlas Nat. Bank of Boston, 312 U. S. 156, 166). This pro- 
vision, which is broad enough to include a trustee of a debtor 
in reorganization under section 77, has been held to subject 
receivers to public service regulations, workmen’s compensa- 
tion statutes, and applicable tax provisions. The Commis- 
sion futher states: 

“While section 959 (b), quoted above, undoubtedly is ap- 
plica ble to or linary transactions incident to the conduct of 
& debtor railroad's business, there is some doubt under 
present law аз [0 the enforcibi lity * without the consent of the 
ban ikruptey court. of an order of à State recu latory body 
requiring construction or alteration of railroad facilities. 
With respect to the provisions of the antecedent law from 
which this section of the code was derived, the Suprem 
Court held that it did not restrict the power of the Federal 
court to preserve property in the custody of the law from 
external attack Un re Tyler, 149 U.S. 164, 185 

Pre sumably, 8 3025 is intended to suppl ment the provi- 
sions of section 959 (b), supra, and, subject to the conditions 
therein provided, to make it rr that a district court under 
whose jurisdicti tion à railroad i: r reorganized mav exercise 


no а1зстеое ноћ with respect to eomnpivint w th lawful orders oi 


etate reg latory bod s. As we construe the p roposi d amen d- 
ment, an order of a State public service commission requiring 
construction of à new passenger station, relocation of tracks, 
or elimination of grade crossings, eve n though such project 
might require the expen aiture of sul st tanti i| sums of m 

rwise mich 
пи to cil reditors. vod 4 be enfore ible withou 
consent of the trustee or the district court having stie ad n 
ol the debt tor's prope y, provided the findings sp ied in tl 
bill are је ђу this Commission and compliar ice is made 
with any applicable provision of the Interstate c 'ommerce 
Act." 
For all of the reas ; here of re state . and ba | upon th evid 

presented to the subcommittee of the Committee on the Jud: 

it is recommended that the bill, S. 3025, as amended, be consider 

favorably. 
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INTERSTATE COMMERCE COMMISSION, 
Washington, February 29, 1956. 
CHAIRMAN, COMMITTEE ON THE JUDICIARY, 
United Slates Senate, Washington, D. С. 

Dear Mr. CHAIRMAN: The letter of former Chairman Kilgore 

dated February 10, 1956, addressed to the Chairman of the Com- 

and requesting a report and comments on a bill, S. 3025, in- 
troduced by Senator Smathers, to amend paragraph (2) of subdivision 
c) of section 77 г о the Bankruptey Act, as amended, has been referred 
to our Committee on Legislation. After careful consideration by 
that committee, I am authorized to submit the following comments 
in its behalf: 

Paragraph (1) of section 77 (c) of the Ban kruptey Act provides for 
the appointment of a trustee or trustees of the property of a debtor 
subject to the provisions of section 77, and paragraph (2) thereof, 
which S. 3025 would amend, provides, among other things, that a 
trustee so appointed shall have “the powers of a гес iver X an equity 
proceeding, and, subject to the control of the judge and the jurisdic- 
tion of the Commission as provided oy the Interstate С ommerce Act 
as now or hereafter amended, the power to operate the business of the 
debtor." Thus, as indicated, the trus stee in operating the business 
of the debtor specifically is made subject to the provisions of the 
Interstate Commerce Act and to the jurisdiction of this Commission. 
However, the section is silent with respect to the applicability of 
State laws and the jurisdiction of State regulatory bodies to such 


mission 


oper: ition. 5. 3025 would make specific provision respecting the 
applieability of — laws and jurisdiction bv adding the following 
sentence imme«diate ly after the lan guage quoted above: 


‘In operating | the business of the debtor the trustee shall be subject 

› lawful orders of State regulatory bodies to the same extent as 
well the debtor i a petition respecting it had not been filed under 
subsection (a) of this section except that (A) any such order which 
would ri qu ire the expe en nditure, or the incurring of an obligation for 
the expenditure, of money from the debtor's estate shall not become 
effective over the objection of the trustee, unless and until the Com- 

iission, upon appropriate application or applications by an interested 
party or interested parties, shall find that compliance with the order 
will not impair the ability of the trustee to perform his duties to the 
publie, will not constitute an undue burden upon interstate commerce, 
will be compatible with the publie interest, and will not interfere 
with the formulation and approval of a — tory plan of reorgani- 
zation for the debtor, and (B) compliance shall be made with any 
applie: able provision of the Interstate Commerce Act." 

The proposed amendment, however, should be considered together 
with the provisions of section 959 (b), title 28, United States Code, 
which reads as follows: 

“A trustee, receiver or manager appointed in any cause pending 
in any court of the United States, including a debtor in possession, 
shall manage and operate the property in his possession as such 
trustee, receiver or manager according to the requirements of the 
valid laws of the State in which such property is situated, in the 
same manner that the owner or possessor thereof would be bound to 
do if in possession thereof.” 
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The United States Supreme Court has stated that the obvious 

urpose of the foregoing provision was to negative any idea that a 

"ederal receiver or trustee could i ignore the rules of law of the State 
of operation affecting the conduet of the business committed to his 
care (Palmer v. Webster & Atlas Nat. Bank of Boston, 312 U.S. 156, 
166). ‘This provision, which is broad enough to include a trustee of 
a debtor in reorganization under section 77, has been held to subject 
receivers to public service regulations, workmen’s compensation 
statutes, and applicable tax provisions. 

While section 959 (b), quoted above, undoubtedly is applicable to 
ordinary transactions incident to the conduct of a debtor railroad’s 
business, there is some doubt under present law as to the enforcibility, 
without the consent of the bankruptcy court, of an order of a State 
regulatory body requiring construction or alteration of railroad facili- 
ties. With respect to the provisions of the antecedent law from which 
this section of the code was derived, the Supreme Court held that it 
did not restrict the power of the Federal court to preserve property 
n the custody of the law from external attack (Jn re Tyler, 149 U.S. 
164, 182). 

Presumably, S. 3025 is intended to supplement the provisions of 
of section 959 (b), supra, and, subject to the conditions therein pro 
vided, to make it clear that a distrct court under whose jurisdiction 
a railroad is being reorganized may exercise no discretion with respect 
to complying with lawful orders of State regulatory bodies. As we 
construe the proposed amendment, an order of a State public service 
commission requiring construction of a new passenger station, relo- 

cation of tracks, or elimination of grade crossings, even though such 

projects might require the expenditure of substantial sums of money 
and result in diminishing the funds which otherwise might be dis- 
tributable to creditors, would be enforcible without the consent of 
the trustee or the district court having jurisdiction of the debtor's 
property, provided the findings specified in the bill are made by this 
Commission and compliance is made with any applicable provision 
of the Interstate Commerce Act. 

We believe that the findings which would be required to be made by 
this Commission under the proposed measure as a condition precedent 
to the enforcement of an order within the purview of the amendment 
would afford adequate protection to the debtor’s estate and the public 
interest, but whether control over such matters should be transferred 
from the district courts to this Commission is a question of congres- 
sional policy. 

We have no objection to the enactment of S. 3025. 

Respectfully submitted. 

ANTHONY AnPaAIA, Chairman. 
J. M. JOHNSON. 
OWEN CLARKE 
Committee on Legislation. 
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CHANGES IN EXISTING LAW 


UxıTED STarEes CoDEr, TITLE 11, CHAPTER 8, SECTION 205 


SEC. 77. REORGANIZATION OF RAILROADS ENGAGED IN 
INTERSTATE CoMMERCE.— 
EN + * * * * * 


(2) The judge shall fix the amount of the bond of every 
trustee. He may thereafter terminate any such appoint- 
ments on cause shown, and may in that event and in the 
event of a vacancy from any other cause, in the manner and 
within the qualifications herein provided for the appoint- 
ment of trustees, appoint a substitute trustee or trustees, 
and in the same manner and within the same qualifications 
may appoint an additional trustee, and shall fix the amount 
of the bond of every such substitute or additional trustee 
or trustees. The judge shall in his discretion confirm the 
appointment of such legal counsel for the trustees as they 
shall select, with power of removal. The trustee or trus- 
tees and their counsel shall receive only such compensation 
from the estate of the debtor as the judge may from time to 
time allow within such maximum limits as may be approved 
by the Commission as reasonable. The trustee or trustees 
so appointed, upon filing such bond, shall have all the title 
and shall exercise, subject to the control of the judge and 
consistently with the provisions of this section, all of the 
powers of a trustee appointed pursuant to section 44 of this 
Act or any other section of this Act, and, to the extent not 
inconsistent with this section, if authorized by the judge, 
the powers of a receiver in an equity proceeding, and, sub- 
ject to the control of the judge and the jurisdiction of the 
Commission as provided by the Interstate Commerce Act 
as now or hereafter amended, the power to operate the 
business of the debtor. Jn operating the business of the debtor 
with respect to safety, location of tracks, and terminal facilities, 
the trustee or trustees shall be subject to lawful orders of State 
regulatory bodies of statewide jurisdiction to the same extent 
as would the debtor if a petition respecting it had not been 


filed under subsection (a) of this section except that (.A) any 


such order which would require the expenditure, or the incur- 
ring of an obligation for the expenditure, of money from the 
debtor's estate shall not become effective (a) unless the trustee 
or trustees, with the approval of the court, shall consent thereto, 
or (b) unless and until the Commission, upon appropriate 
application or applications by an intersted party or interested 
parties, shall find that compliance with the order will not im- 
pair the ability of the trustee or trustees to perform his or their 


7 


In compliance with subsection (4) of rule XXTX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 
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duties to the public, will not constitute an undue burden upon 
interstate commerce, will be compatible with the public interest, 
and will not interfere with the formulation and approval of a 
satisfactory plan of reorganization for the debtor, and (BD) 
compliance shall be made with any applicable provision of 
the Interstate Commerce Act. Prior to the appointment of a 
trustee, the debtor on behalf of the court shall continue in 
the possession of the property and shall operate the business 
thereof during such period, and shall have all the title to 
the property and shall exercise all power consistent with 
the provisions of this section, subject at all times to the 
control of the judge, and to such limitations, restrictions, 
terms, and conditions as he may from time to time impose 
and prescribe. 

* * * * * 
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n 


WOODROW WILSON CENTENNIAL CELEBRATION 


APRIL 16 (legislative day, Arnir 9), 1956.— Ordered to be printed 


Mr. O MAHONEY, from the Con mittee on the Judiciary, submitted 


The Co: кимге on the Judiciary, to which was referred the joint 
resolution (H. J. Res. 444) to authorize and request the President to 
issue a proclamation in connection with the centennial of the birth of 
Woodrow Wilson, having considered the same, reports favorably 
thereon without amendment and recommends that the resolution be 


agreed to. 


+1 р 


The purpose of the proposed resolution is to authorize and request 
the President of t 


. 1 е e 
he United States to issue a proclamation in conti ес- 


tion with the centennial of the birth of Woodrow Wilson, 


This joint resolution authorizes and requests the President to issue 


a proclamation inviting appropriate observances of the centennial 
anniversary of the birth of President Woodrow Wilson. President 
Wilson was born 100 years ago, in Staunton, Va. Thi IS n т; 


year many public and private groups are participating in appropriate 
celebrations. 

Public Law 705 of the 83d Congress (68 Stat. 964), approved 
August 30, 1954, established the Woodrow Wilson Centennial Cele- 
bration Commission to develop and execute plans for the celebration 
this year of the 100th anniversary of President Wilson’s birth. 

Since the creation of the Centennial Commission, the Congress has 
approved legislation authorizing appropriations for the expenses in 
connection with this centennial. 


71006 





2 WOODROW WILSON CENTENNIAL CELEBRATION 


In view of the fact that the Congress has indicated its whole- 
hearted approval of this centennial celebration by creating à Com- 
mission and authorizing appropriations for expenses of the Commis- 
sion, this committee believes it is most fitting and proper that Con- 
gress further encourage the celebration in this centennial year by 
authorizing the President of the United States to issue a proclamation 
Accordingly, the committee recommends that this joint resolution be 
considered favorably and recommends approval of House Joint 
Resolution 444 without amendment. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standir 
Rules of the Senate, changes in existing law made by the bill 
reported, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


ts 


(68 Stat. 964, as amended) 


* ж ж ж * 


Sec. 6. The President is authorized and requested to issue a 
proclamation, as soon as practicable in the year 1956, inviting 
the people of the United States to observe the centennial anni 
versary of the birth of Woodrow Wilson with appropriate 
ceremonies and activities during that year. 
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PROVIDING FOR THE PROCUREMENT OF MEDICAL AND 
DENTAL OFFICERS OF THE ARMY, NAVY, AIR FORCE, 
AND PUBLIC HEALTH SERVICE 


APRIL 16 (legislative day, APRIL 9), 1956.—Ordered to be printed 





Mr. Russet, from the Committee on Armed Services, submitted the 
following 


REPORT 


(To accompany H. R. 9428] 


The Committee on Armed Services to whom was referred the bill 
H. R. 9428, to provide for the procurement of medical and dental 
officers of the Army, Navy, Air Force, and Public Health Service, and 
for other purposes, having considered same, report favorably thereon 
with amendments and recommend that the bill, as amended, do pass. 


AMENDMENTS 


On page 1, line 9, strike the word “original” 

On page 3, line 4, strike the word “enactment” and insert in lieu 
thereof the words “effective date” 

On page 3, line 6, before the word “date” insert the word “effective” 

On page 3, line 17, before the word ‘‘date”’ insert the word “‘effec- 
tive" 

On page 3, line 18, strike the words “of enactment" 

On page 4, line 13, strike the word "enactment" and insert in lieu 
thereof the words “effective date” 

On page 5, line 21, after the words “for each such” insert the word 
“medical” 

On page 6, line 3, strike the words “and the service", strike all of 
lines 4, 5, and 6. and insert in lieu thereof the following: 


and, notwithstanding any other provision of law, the service 
credit authorized by this clause shall not— 

(A) be included in establishing eligibility for voluntary 
or involuntary retirement or separation from the service, 
under any provision of law; 
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(B) increase the retired or retirement pay of a person who 
became entitled to such pay prior to May 1, 1956; or 
(C) increase the retired pay of a person who becomes 
entitled to such pay under title IIl of the Army and Air 
Force Vitalization and Retirement Equalization Act of 1948 
(62 Stat. 1087), on or after May 1, 1956, but who does not 
perform active duty after May 1, 1956." 
On page 6, strike lines 7 and 8, and insert in lieu thereof 
following: 


Sec. 3. Title II of the Public Health Service Act (Act of 
duly 1, 1944, 58 Stat. 683), as amended, is further amended 
by adding at the end thereof the following new section: 


“PROMOTION CREDIT ASSISTANT GRADE 


“Sree. 220. Any medical 
the Publie Health Service v 


On page 7, strike lines 1, : 
lowing: 


(1) By inserting in the first 
section 211 (e | | 
section 311 (d), after the words 
“other than the Medical 
those sentences the? | 
and in the preceding cal 
On page г Ё line LA. dele 
«S Ec. 5. (а)” 
On page 7, line 19, ke the word “ 
the word “two”. 
On page 7, line 22, ter the words 
word '*veter ? 
On page 7, line 25, strike the word “thre 
the word “two”. 
On page 8, after line I: ısert the following 1 


etri 
per month as is" 
On page 8, renumber “Sec. 6. да 'SEgc. 7." and imn 
following new section 6: 


isert 


Sec. 6. Any person who, on the day before the effective date 
of this Act, has not completed 18 vears of service creditable 
in the computation of active-duty pay in the uniformed serv- 
ice of which he is a member and who, as a result of the enact- 
ment of this Act, is upon the effective date of this Act credited 
with more than seventeen vears of such service shall, not- 
withstanding any other provision of law, be allowed 12 
months from the effective date of this Act within which to 
make the election provided for in section 3 (a) of the Uni- 
formed Services Contingency Option Act of 1955 (67 Stat. 
502). 
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РВОСОВЕМЕМТ ОЕ МЕ 


PURPOSE OF COMMITTEE ÁMENDMENTS 


. 1 


ry . } p . 
l'he principal amendment recommended by the committee was the 


authorization of the first special pay increase (from $100 to $150 per 
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he purpose of H. R. 9428 is to reverse the alarming rate of losses 
among carcer medica! and dental officers of the Armed 1 es ence 
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has been such a 
career medical officers that the Regular medieal services in the next 
` | ! 


few years will cease to exist as an effective group tf such losses con- 


unue., The basic obj etives of this bill are twofold: 
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‘line in the numbers and the experience level of 
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(a) To increase the career military corps to two-thirds of the total 
requirement 

Out of a total requirement of 10,800 medical and dental officers 
in the Department of Defense, there are on active duty in the mili- 
tary services of the Department approximately 10,000. Only about 
3,300 are career personnel. It is the hope of the Department of 
Defense that the incentives under this bill will increase the number 
of career military doctors from one-third to two-thirds of the total 
active duty medical officer requirement. This number would pro- 
vide for sufficient stability and experience level. The remaining 
one-third could be fulfilled with relatively inexperienced doctors who 
had just completed an internship. 


(6) To reduce the wasteful turnover of medical personnel 

In the last 3 fiscal years 19,985 medical and dental officers entered 
the military services under the impetus of the Doctor Draft Act. 
During the same period 22,340 medical and dental officers left the 
military services and departed to civilian life. The Department of 
Defense states that if an additional 3,000 doctors could be obtained 
on a career basis, there would be 12,000 doctors who would not have 
to be drafted in the next 6 years. Because of the constant 2-year, 
turnover, there is about a 25-percent loss of time involved in travel 
indoctrination, and processing for entering and leaving the military 
service. 

NEED FOR THE LEGISLATION 


SERIOUS LOSSES OF CAREER MEDICAL PERSONNEL 


In the past 2 fiscal years the military services have lost about 25 


percent of their Regular Medical Corps which has amounted to about 
1,000 medical officers. Of this number 808 resigned from the service 
with the remainder being lost through death or retirement. In the 
same period of time, only 350 have been taken into the Regular corps 
It is doubtful that most of these entered the medical service with the 


1 


intention of becoming career officers since most of them accepted 
regular commissions in order to participate in the resideney training 
program. Experience has indicated that under present circumstances 
about 55 percent of the medical officers who accepted Regular com 
missions to enter this program resign their commissions after com- 
pleting the obligated periods of service. 

During the past 2 fiscal vears only about 5 percent (350 out of 7,500 
of the physicians who entered the service under the doctor dra! 
remained on active duty beyond the required 2-year period. Т 
5 percent who remained on active service did so in order to ente: 
residency training program offered by the services. Аз indicated 
above, about 55 percent of those who did remain resigned at the end 
of their obligated period of service. 


tho 


Erample of losses 

(Army) In the Army, during the past 2 fiscal vears, of those care 
officers eligible to resign, 76 percent of the medical officers serving in 
the grede of captain have resigned, 66 percent of the majors, 24 per- 
cent of the lieutenant colonels, and 2 percent of the colonels h: 
resigned. | 

(Navy) During the same period in the Navy, nearly 300 Reg 
Naval medical officers resigned their commissions and 70 others were 
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lost through death or retirement. Most of these losses were medical 
officers with considerable training and experience. Eighty-five of 
these resignations were medical officers serving in the grades of com- 
mander or captain; over 90 percent of the nearly 300 Regular Navy 
medical officers who resigned their commissions had had some specialty 
training; approximately one-third were board certified specialists, and, 
an additional one-third had completed their formal training and were 
therefore eligible to take their boards. The loss in experience level 
through these resignations is obvious. The Navy was able to obtain 
only 39 relatively inexperienced medical officers in these 2 fiscal years 
to replace this loss. 


Dental career personnel losses 


A serious procurement and retention problem also exists with 
respect to career dental personnel in the armed services. For example, 
during the past 2 fiscal years, а the 3 — departments 
gained 115 new Re gular dental officers, their losses during this same 
period amounted to 282. At present, the 3 services are short approx- 
imately 2,500 Regular dental officers. 

As in the case of Medical Cor ps officers, the services’ requirements 
for С oflicers are now being primarily met through the doctor 
draft. 


DEPENDENCE ON THE DOCTOR DRAFT FOR MEDICAL PERSONNEL 


Since the beginning of the Korean emergency in June 1950 when 
the Armed Forces expanded from about 1.5 million to more than 3 
million, the additional medical officers required to support the medical 
mission of the Armed Forces have been provided solely by the doctor- 
draft legislation. 

In the military services today there are approximately 10,000 
medical officers and 6,000 dental officers. Of the dental officers on 
active duty only one-fourth are career personnel. Of the medical 
officers, only one-third are career officers. The pool of physicians 
available under the doctor draft who are not otherwise available under 
the regular draft laws is rapidly being exhausted. The only other 
method for meeting the medical needs of the Armed Forces is to in- 
crease the size of the career Medical Corps. 


PROSPECTIVE REDUCTION IN THE EXPERIENCE LEVEL OF MEDICAL 
OFFICERS 


The required experience level for medical officers in the Department 
of Defense has been possible only because of the older physicians who 
have entered military service because of the doctor draft. Out of a 
total requirement of approximately 10,800 medical officers, the 
Department of Defense considers that 70 percent s should be experi- 
enced, that is, have completed a minimum of 2 years’ experience 
after the end of their internship. 

As of the moment, the level of experience is satisfactory since about 
7,800 out of the 10,000 physicians now on active duty have com- 
pleted the minimum 2-year period. After the next fiscal year, 
however, the pool of older physicians available under the doctor draft 
will be substantially exhausted. Unless a greater number of phy- 
sicians are attracted and retained in the Armed Forces, there will be 
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a gradual decline in the experience level which will result in only 
about 30 percent of the officers being experienced in 1959. 


REASONS FOR THE FAILURE OF MEDICAL OFFICERS TO UNDERTAKE A 
MILITARY CAREER 


The Department of Defense has completed an extensive survey in 
an effort to ascertain the reasons for the inability of the services to 
attract medical officers. The chief causes were as follows: 

(a Disparity of milita: у income with that f ci 

The principal reason for the failure of physicians 

‘main on active service is the disparity betw 
pensation and that received by comparable civilian ] 
average civilian physician who has completed 10 years 
receives a net income, alter office expenses, of approximat 


he average medical officer 10 years out of medical school will pr 


1 
, 


iy 


iy be a major or lieutenant commander. His total compen 
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: Е : | 
ineluding basie pay, allowances, and specia 
is $8,640 per year. 
| compensation of medical 
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as often as other career officers. The De 
that it is necessary to move tl 
in a pi riod of less than 2 s 
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(с) Lack of promotion opportun ty 

In the past, because of failure to extend full constructive service f 
permanent promotion credit for a period equ: ‘ur professio! 
training. the average medical officer has been eat a disadvantage 
comparison with his line contemporaries. e bill attempts to correct 
this feature by providing for an increase of 1 year of constructiv: 
service credit. 
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INHERENT RESPONSIBILITIES WHICH MAY MAKE THE MILITARY MEDICAI 
SERVICES COMPARATIVELY UNATTRACTIVE AS A MEDICAL CAREER 


The military services maintain throuchout the world a total of about 


4 ‚ li A + -— + - . „1 Ф * р 1 T y г } . 2 + 
2.000 medieal units which must be staffed Мапу of these are in re- 
; : Уа P SE Cu PCR А ка ‚ ый: 
mote and undesirable locations. One-third of all United States mili- 
tary personnel are either overseas or on the seas. Мел а] саге for 
nearly 400,000 dependents overseas can be provided only by military 
1 ] ғу "x . 4 i ' . 1 1 Ж 
tors. | ne durv assignments and the io WOrkIng nours involved 
in serving in many of these loc: tions maxe military career as a 
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b Pro TESS UN TH ary Medine 


There are certain unique aspects of n ilit ry medicine wł 1 h har e 
no direct counterpart in civilian medicine, These activities are vital 
inadapting military manpower to our revolutionary changes in weap- 
ons systems. Examples of these activities include: 


(1) research in the fields of aviation medicine (including pilot 
selection, accident prevention and pilot personal and aeromedical 
salet opment) 

(2) atomic and submarine medicine (including crew selection, 
operational fatigue problems, atomic and nuclear hazard controls, and 
submarine habitability and equipment problems), and 

(3) field medicine (including mass casualty handling and evacua- 
tion) and injury and disease prevention techniques (including body 
armor) under operational and combat conditions. 
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MAJOR FEATURES OF THE BILL 


The bill proposes to achieve its purpose by providing additional 
compensation in two forms—constructive service credit for pay 
longevity purposes, and increased special pay. In addition the bill 
authorizes a 1-year increase in constructive service for permanent 
promotion purposes for medical and dental officers. The total in- 
creased compensation for medical and dental officers under the bill 
would average from about $50 per month to $200 per month, 
depending on grade and length of service. 

The three major features of the bill are: 

(a) Constructive service for pay longevity purposes 

The bill provides for constructive service credit for pay purposes of 
5 years for medical officers who complete an internship and 4 years for 
dental officers. The average increase under this provision is about 
$50 per month. The maximum would be $85 per month. Officers 
in certain pay brackets would receive no increases. An example of 
an increase under this provision might be a medical officer with no 
prior service who received an appointment in the grade of major. 
Under existing law his basic pay would be $400.14 per month (pay 
bracket of his grade with under 2 years of service). With the con- 
structive service authorized under the bill he would be entitled to 
basic pay in the amount of $429 per month (pay bracket of his grade 
with over 4 years of service). By recognizing the period of professional 
education for longevity pay purposes, medical and dental officers 
would be in the same pay bracket for their grade as their line officer 
contemporaries who entered military service at the same time as the 
medical and dental officers entered their professional schools. The 


total additional annual cost of this provision is estimated to be 
$9,577,000. 


(b) Increased special pay 


Under existing law all medical and dental officers, regardless of 
length of service, receive special pay in the amount of $100 per 
month. This bill would increase such pay, depending on their length 
of active service as a medical and dental officer. Such officers with 
less than 2 years of active medical and dental duty would continue 
to receive the special pay of $100 per month; those with active service 
of between 3 and 6 years as medical and dental officers would receive 
$150 per month in special pay; those with between 6 and 10 vears of 
such service, $200 per month in special pay; and those with more 
than 10 years, $250 per month in special pay. The special pay in- 
creases are aimed at recognizing experience in some degree and making 
the military medical compensation more competitive with incomes 
received bv civilian physicians of similar experience. ‘The total 
estimated additional annual cost of this provision is $9,878,200. 

(c) Additional 1-year promotion service credit 

The bill also authorizes a 1-year increase in constructive service for 
medical and dental officers for permanent promotion seniority pur- 
poses. The amount of such service for physicians is increased from 
4 to 5 years for those who complete internships and from 3 to 4 years 
for dentists. The increased credit will have no immediate practical 
effect since the credit has already been extended administratively for 
temporary promotion purposes 
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Inclusion of Public Health officers 


The bill provides that medical and dental officers of the Public 
Health Service will be covered in the same manner as such officers in 
the Armed Forces. Since members of the Public Health Service 
have traditionally received the same pay as members of the Armed 
Forces, the Public Health Service is confronted with many of the 
same problems in respect to attracting career medical personnel. 


EsTIMATED ADDITIONAL CosT: $19,455,200 


The estimated additional cost for the first fiscal year following 
enactment of this bill is as follows: 





nerease | 
Longevity — Total 


(Él Ge———————— аи нове = T $3, 390 000 $3, 065, 400 | $6, 365, 400 
Navy Па са но а о У a ре 2, 600, 000 3, 071, 800 | 5, 671, 800 
BEEN Laudi pague datam раја акан oa 2, 800, 000 2, 270, 800 | 5, 070, 800 
Total, Department of Defense. -...................-..-- 8, 700, 000 8, 408, 000 | 7. 108. 000 
United States l’ublic Health Service......................-- 877, 000 1, 470, 200 | 2, 347, 200 
Аааа چ و چ‎ нь ыы ыы 9, 577, 000 9, 878, 200 19, 455, 200 





SECTIONAL ANALYSIS 


Section 1. Increase of 1 year in constructive service for promotion pur poses 

The principal purpose of the various subsections of section 1 is to 
provide a 1-year increase for medical and dental officers in constructive 
service promotion credit. Such credit would be increased from 3 to 
4 years for dental officers and from 4 to 5 years for medical officers 
who have completed their internships. 

The justification of these increases is the fact that the minimum 
predental and premedical educational requirements have been in- 
creased in recent years by 1 additional year. As a practical matter, 
most entering medical and dental students have completed 4 years of 
preprofessional education. In general, an internship is required for 
physicians for appointment in the Armed Forces, but is not required 
for dentists, which accounts for the additional 1 year of constructive 
service credit granted to physicians. Therefore, dentists are author- 
ized 1 year less of constructive service than physicians. 

Subsection 201 (a) is in effect a restatement of the existing law 

This subsection authorizes the President to make regular appoint- 
ments in the grade of first lieutenant through Colonel in the medical 
services of the Army and Air Force and equivalent grade in Medical 
and Dental Corps of the Navy, subject to such qualifications as may 
be prescribed. The subsection does provide a technical change 
whereby appointments in the Air Force are expressly authorized. 
ixisting law relates only to the Army and Navy. Appointments in 
the Air Force are made pursuant to provision of the National Security 
Act making legislation applicable to the Army also applicable to the 
Air Force. 
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Subsection 201 (6). Additional increase of 1 year in constructive service 
for permanent promotion purposes 

This subsection provides that a dentist appointed under this act 
would be credited with not less than 4 years’ service and a physician 
who has completed an internship would be credited with not less than 
5 years’ service. The service credit authorized by this subsect поп is 
for the purpose of determining grade, posi tion on a promotion list, and 
eligibility for nromotion of me dical and dental officers. 

In addition to the 4 and 5 vears of service credit for professional 
education referred to above, otlicers appointed under this act would, 
when applicable, be credited for the purposes enumerated above with 
their actual commissioned service and their vears of professional 
expt ‘rience subsequent to gras luation from denial | 
of a medical internship. In determining service credit under t] 


school ог сопуме пој 


subsection, however, the services would not count any period ot tu 
more Y: í ws once. 


це 


The Department of Defens > has administratively prescribed policies 
for determining the temporary grade of young medical and dent 
officers in the Army, Navy, or Ак Force which take into accom 
t and 5 years’ service credit referred to above. In addition, the . 
and Navy have made administrative adjustments for tempor: 
motion purposes which have resulted in full credit | 
medical and dental oflicers below flag or general oilic 
and expensive vears oi profess: mal education reauired of thi 
to qualify for appointment in the Medical or Dental Corps. 
Subsection 201 (c j 

ad lit ronal consi 

This subsection authorizes the Secretaries of the Army, Navy, 
Air Force to convene boards of officers in order to review the reci 
and compute the service of cach — and dental officer appoint 
under any provision of law prior to the effective date of the bill 
in ordi T to adjust the service credited to these officers to refl 
additional eredit authorized by the bill. 

This subsection further provides that officers in the Army and 
Force who are made eligible for promotion as a result of a ) 
service credit will be considered for promotion by the next s 
board considering officers of their grade and cate "огу and tha 
oflicers, also, where appropriate, will be promoted upon the 
mendation of a board of oflicers and assigned to a lineal px 
the higher grade. 

It might be noted that this subsection contains language to th 
effect that no lineal adjustment will be made with respect to officers 
in the Medical and Dental Corps of the Navy in the rank of captain 
which will result in a date of rank earlier than July 1, 1955. The 
reason for this provision is that increased constructive service for 
promotion seniority purposes in the grade of captain could have littl 
or no effect on any possible promotions to flag rank. It was therefore 
considered that the disadvantages of lineal readjustme nts in the grade 
of captein outweighed any possible advantages which would be 


achieved by readjustments based on ах 1 litional constructive service. 
Subsection 201 (d). Constructive credit for te mporary officers 


This subsection provides that medical and dental officers who 
receive temporary appointments in the Army and Air Force will be 
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credited with the same amount of constructive service as authorized 
in subsection (b) for officers receiving permanent appointments as 
medical and dental officers. As a practical matter, this subsection 
will not affect existing promotion procedures. The Army and Air 
Force have permanent authority under the Officer Personnel Act to 
make temporary appointments subject to such qualifications as the 
Secretaries may prescribe. The Department of the Navy is not 
affected by this subsection inasmuch as it does not have temporary 
medical and dental officers. 


Subsection 201 (e). Temporary promotion to Army captain or Navy 
lii utenant 

This subsection provides that a doctor of medicine or doctor of 
dentistry who is appointed under this or other acts as a medical or a 
dental officer may be promoted temporarily to the grade of captain 
in the Army and Air Force or lieutenant in the Navy at any time 
subsequent to 1 year after the — of medical or dental school. 
Subsection 201 (f). As ignn ent ој run i 0 тан in the Vary 

This subsection relates only to the Navy and provides for the 
assignment of line running mates in the permanent grade of lieutenant 
(junior grade) for Navy medical and dental officers who may be 
promoted to the temporary grade of lieutenant under subsection 
201 (e). 


Secti п 202. Luthority fo? secretar ial у aulations 
rm: , ' . i с : : — E р - E D 
Chis section SuLoorZes {пе Secretaries o1 the \ nV. Nav Y. and Ан 
1 


Force to prescribe regulations for the implementation of the authority 
contained in section 1 of the bill. 


Section 2. Recognition of constructive service for pay longevity purposes 
additional qni на! cost, $9.57 7.000 

Section 2 would provide additional language to the existing pro- 
visions of the Career Compensation Act relating to service creditable 
in the computation of basic pay. 

Section 2 of the bill amends the Career Compe sation Act of 1949 
so that physicians and dentists of the uniformed services will be 
credited with 4 years—and in the case of physic ians who have com- 
pleted an internship, 5 years—constructive service eredit for their 
professional education in computing their cumulative years of service 
for purposes of determining their basic pay. Under this section, a 
medical officer entering on active duty after completing an internship 
would, even though he had had no prior service, be credited with 5 
years of service for pay purposes. A physician who had a military 
internship could not count such service twice under this section. 
Likewise, a person who had been a member of a Reserve component 
(not on active duty) while in medical school or while undergoing a 
civilian internship could not count such period twice for pay purposes 
under this section. 

It should be emphasized that the constructive service credit author- 
ized under this clause will not be included in establishing eligibility 
for voluntary or involuntary retirement or separation from the service 
under any provision of law. 

The committee amended section 2 of the bill, which authorizes 
constructive service for pay longevity purposes of 4 years for dentists 
and 5 years for physicians who had completed internships, by expressly 
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excluding from the benefits of this provision medical and dental officers 
who are retired prior to May 1, 1956. In addition, this section was 
amended so as to exclude Reserve officers retired under title III of 
Public Law 810 of the 80th Congress from the benefits of this section 
unless they perform active duty after May 1, 1956. These revisions 
of section 2 were adopted on the premise that the principal purpose 
of the bill is to induce medical and dental officers to volunteer for : 
career of active military service. With respect to eligibility for retire- 
ment under title III of Public Law 810 of the 80th Congress, it might 
be noted that the constructive service credit authorized under section 
2 would constitute neither active service nor satisfactory Federal 
service as defined in title III of Public Law 810. The only practical 
effect, therefore, of the constructive service credit insofar as title 111 
is concerned would be to permit the medical or dental officers concerned 
to count such constructive service in determining the basic pay on 
which his retired pay would be based. 

It should be noted that no constructive credit for pay purposes is 
presently authorized for any military personnel. Total additiona 
annual cost, $9,577,000. 


Section 3. Constructive service credit for Public Health officers 

The purpose of this section is to authorize regular medical officers 
of the Public Health Service the same additional service for promo 
tion purposes as the bill authorizes for medical and dental officers of 
the Army, Navy, and Air Force. It provides that a physician 
appointed to the assistant grade (which is the equivalent of first lieu 
tenant in the Army or Air Force and lieutenant (junior grade) in th 
Navy) will receive an additional year of constructive credit unles 
he received his intern training as an officer of the Public Health 
Service, in which case he will receive no additional credit. The pro- 
visions of title II of the Public Health Service Act are such that it is 
not necessary to provide any additional credit to officers in the Public 
Health Service in the senior assistant grade (the equivalent of captain 
in the Army or Air Force and lieutenant in the Navy) and above 
No adjustments are necessary for Public Health Service dental officers 
inasmuch as they are already receiving the equivalent of 4 years 
constructive credit. 

The committee recommended a technical amendment to section 
which would have the effect of making the provisions of section 3 a 
part of the basic legislation governing the appointment and promo- 
tion of Public Health Service medical and dental officers. Prior to 
the committee amendment this section would not become a part of 
the Public Health Service Act but would technically remain in what 
ever public law resulted from the enactment of H. R. 9428. 


Section 4. Repeal of provisions of Officer Personnel Act of 1947 

The purpose of section 4 is to repeal those provisions of the Offi: 
Personnel Act of 1947 relating to medical and dental officers of t! 
Army, Navy, and Air Force which are inconsistent with the provi- 
sions provided elsewhere in this bill. 

The repeal of section 211 (e) (1) of the Officer Personnel Act o! 
1947 would eliminate the fanning principle (the system whereby stat! 
corps officers are interspersed with line officers on a lineal list), which h 
has proven impracticable of operation for medical and dental officers 
under present temporary promotion policies. The precedence of 
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medical and dental officers is determined on the basis of their con- 
structive credit for professional education and advanced professional 
age, if any; and their running mates are assigned accordingly. 

Subsection (2) deletes existing language of the Officer Personnel Act 
of 1947 which extends to officers appointed in the Regular Army and Air 
Force 4 years of constructive service for promotion purposes in the case 
of medical officers and 3 years of such service in the case of dental 
oflicers. Section 1 of the bill recognizes such service in the amount of 
5 years for medical officers who have completed internships and 4 
years for dental officers. 

Section 5. Increase in special pay for certain medical and dental officers— 
additional annual cost, $9,878,200 

All medical, dental, and veterinary officers of the Armed Forces and 
the Public Health Service (except those serving as interns) now receive 
special pay in the amount of $100 per month. This section provides 
that the special pay provision would be amended as follows: 

(1) Except for those serving as military interns, all medical and 
dental officers of the Army, Navy, Air Force and Public Health Service, 
who have not completed 2 years of active service would continue to 
receive special pay in the amount of $100 per month. 

(2) All veterinary officers, irrespective of length of service, would 
continue to receive special pay of $100 per month. 

(3) All medical and dental officers of the three services and the 
Public Health Service who complete 2 years of active service as a 
medical or dental officer will receive $150 per month of special pay, 
which amounts to a $50 increase. 

(4) All such medical and dental officers who complete 6 vears of 
active service as a medical or dental officer will receive $200 per 
month, an increase of $100 per month in special pay. 

(5) All medical and dental officers who complete 10 years of active 
service as a medical or dental officer will receive special pay in the 
amount of $250 per month, which is an increase of $150 per month. 


Section 6 


The purpose of section 6 would be to prevent medical and dental 
officers from being deprived of the opportunity of making an election 
under the Uniformed Services Contingency Option Act of 1953, solely 
by virtue of the longevity pay credit provided in section 2 of the bill. 
Under the 1953 legislation officers must exercise their election under 
the Act prior to the time they have completed 18 years of service for 
pay purposes. By virtue of the 5 years of constructive service for 
pay purposes extended to physicians and the 4 years extended to 
dentists under the bill, officers who had, for example, completed 
only 16 years of service who had not exercised an election would be 
deprived of the opportunity, since as a matter of law they would have 
completed more than 18 years for pay purposes. This provision allows 
those who would be so affected, 12 months after the effective date of 
this bill in order to make an election. 


Section 7. Effective date of the bill 


Section 7 provides that the bill shall become effective the first day 
of the month following date of enactment. 
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RECOMMENDATIONS OF THE ExECUTIVE BRANCH 
PRESIDENTIAL MESSAGE 


The President in his message to the Congress of January 16, 1956, 
recommended the enactment of legislation providing for increased 
incentives for medical and dental oilicers. 

Letter from the Department of Defense 

Printed below is a copy of the letter from the Department of 
Defense recommending the enactment of legislation for increa 
incentives for medical and denial officers. It should be noted 
the additional special pay provided fori n H. R. 9428 was not contai 
in the bill as recommended to the Congress., 


OFFICE OF THE ÅSSISTANT SECRI tY OF DEFENSE, 
Wash i lon, , E Janudi / O, 
Hon. Ricuarp M. Nixon, 
Preside nt 0] the Si nate. 

Dear Mr. Prestpent: There is forward herewith a d 
legislation to provide for the procurement medical and 
officers of the Army, Navy, and Air Force. 

rm: за p ь 

Le proposa; is à part of the Depart: 


prog | for 1956 and the Bureau of 
bmission of ihi 


has ме مر کا‎ to the su 
of the Congress. The Office of the Secretary а 
active responsibility lor tüis legis.ation., IS T mmend ( 


1 е 1 1 * 
this proposal be enacted by the Congress. 


PURPOSE OF TH! 

The p "urpose of this propose d levislation is 1 ‘rease the att 
ness of a military career for medical and dental officers to the 
the Medical and Dental C rps of the three military departme 
be comprised primarily of career officers. At the present 
Regular medical officers on duty with the three military de 
constitute less than one-third of al number of physic 
require «d. Regul: ar dental « rM constitute less than one-fourth o 
total dentiste rauired. I {ol nsn ll number of so-called Ci 
reservists the remainder of the а rees’ requirement for me 
and dental officers is now being filled iren the operation of 
Docior Draft Act. 

During the last 3 fiscal vear 19,985 medical and dental 
entered the military services under ihe impetus of the Doct 
Act. During the same period 22,340 medien] and dental officers | 
the military services and returned to civil life. Moreover, du: 
this same period 1,419 Regular medical and dental officers resi 
or otherwise left the services, while only 732 joined the Regul 
service. This inordinately hizh rate of turnover is extremely expe! 
in terms of travel costs, uniform allowances and wasted man- 
Of even greater ی‎ is the fact that it creates such demoralizi 
and unsatisfactorv conditions of service for the remaining caree! 
medical and dental officers that the overall resignation rate for these 
officers is almost double the procurement rate. 

The Doctor Draft Act was modified and extended for an additiona 
2 years by the 84th Congress. Unless further extended, however, t! 


101 
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act will expire on July 1, 1957. It is estimated that by the time this 
act expires no physicians will remain in the manpower pool it has 
provided except veterans, recent medical graduates, and those who 
are not acceptable or available for military service. Positive steps 
must be taken immediately to build peacetime military medical 
services Which are not dependent upon this expensive and admittedly 
discriminatory type of legislation. 

The military mission in time of peace is to prepare for the time when 
mobilization may be necessary. The responsibility of the Armed 
Forces to be ready when this time comes is unequivocal. To be 
ready, each of the services must be suitably maintained. In the 
maintenance of the Armed Forces, whether in peace or in war, there 
isno more important resource than the men and women who constitute 
its personnel. It is self-evident that the health of these men and wom- 
en must be preserved, and when impaired in the service, restored. 
That the Congress has already recognized this fact is clear from the 
provisions of subsection 4 (a) of the Universal Military Training and 
Service Act, as amended, which provides, in effect, that no persons 
hall be inducted into the Armed Forces until adequate arrangements 
have been made for their medical care. 

The Department of Defense has made an exhaustive study of the 
related problems of procuring and retaining career medical and dental 
personnel. This study has revealed that although there are many 
‘actors involved in these problems the major cause of our present 
situation is the disparity between the incomes of military doctors and 
civilian doctors. Since 1943 the average annual net income (after 
office expenses) of civilian physicians has steadily increased until it 
now far exceeds the income offered by the military services. Based on 
Department of Commerce and medical economics income statistics, 
it is estimated that in 1955 the average net income (after office 
expenses) of a civilian physician is approximately $16,500, com- 
pared, for example, to the major lieutenant commander's total 
income of $9,200. In this connection, civil-service pay scales were 
recently revised and now —— starting incomes for physicians 
which are $1,400 to $2,600 higl ier than the total annual pay the same 
physicians would receive in uniform upon entry in the Armed Forces. 
Furthermore, at the present time, the average рау of board certified 
physicians in the Veterans’ Administration is $12,300. The military 
services are, therefore, in a poor competitive position for physicians 
both within and without the Government. 

As a result of the study referred to above, every possible action is 
being taken within the Department of Defense to improve the attrac- 
tiveness of a military career for medical and dental officers. Pro- 
motion and assignment policies are constantly studied and have 
recently been improved to the maximum extent possible under present 
circumstances. Actions are in progress to establish improved edu- 
cational programs. The Department of Defense is striving to enhance 
the prestige of a military career for physicians and to promote inspired 
professional leadership. 

Although the actions referred to above will partially alleviate the 
critical situation now existing within the military services, the Depart- 
ment of Defense is of the view that the proposed special legislation 
transmitted herewith is necessary to the overall solution of the prob- 
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lem. "This proposal would, (1) authorize longevity pay credit for the 
4 postgraduate years spent in medical and dental schools and for the 1 
year spent in medical internship, and (2) authorize the upgrading of 
officers now on the active list to reflect the 1-year increase of con- 
structive service credit. Enactment of this proposed legislation would 
provide an immediate pay increase to medical and dental officers of 
up to $76 per month, depending upon grade and amount of service for 
pay purposes. It would also equalize the status of the medical and 
dental officer with his counterpart of similar age in the line. 

It is urgently recommended that this proposed legislation be enacted 
at an early date in view of the critical situation existing within the 
three military departments. 


COST AND BUDGET DATA 


In the event that this proposed legislation is enacted, it is estimated 
that an increased cost of $8,400,000 will result for the Department of 
Defense for the first vear after enactment. 

Sincerely yours, 
RICHARD A. BUDDEKE, 
Director, Legislative Programs. 


CHANGES IN Existinc Law 


In compliance with subsection 4 of rule XXIX of the Standing Rules 
of the Senate, there is herewith printed in parallel columns the text 
of provisions of existing law which would be repealed or amended by 
the various provisions of the bill: 


EXISTING LAW THE BILL 


Section 201 of the Army-Navy- — Section 201 of the Army-Navy- 
Public Health Service Medical Public Health Service Medical 
Officer Procurement Act of 1947 Officer Procurement Act of 1947 
(61 Stat. 777): (61 Stat. 777) is amended to read 

"Sac. 201. Subject to any limi- as follows: 
tation of the commissioned “Src. 201. (a) Subject to any 
strength of the Army and Navy limitation on the commissioned 
prescribed by law the President, strength of the Army, Navy 
by and with the advice and and Air Force prescribed by law, 
consent of the Senate, is hereby the President, by and with the 
authorized to make original ap- advice and consent of the Senate 
pointments to permanent com- may make appointments in perma 
missioned grades with rank not ment grades of first leiutenant 
above that of colonel in the through colonel in the Medical and 
Medical and Dental Corps of the Dental Corps of the Regula: 
Army, and not above that of Army, lieutenant (junior grade 
captain in the Medical and Dental through captain in the Medica! 
Corps of the Navy in such num- and Dental Corps of the Regular 
bers as the needs of the services Navy, and first lieutenant through 
may require. Such appointments colonel for officers appointed with 
shall be made only from qualified a view to a designation as medical 
civilian doctors of medicine and officers or dental officers in the 
dentists who are citizens of the Regular Air Force, in such num- 
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EXISTING LAW 


United States, and who shall have 
such other qualifications as the 
Secretary of War and the Secre- 
tary of the Navy may prescribe 
for their respective services. The 
doctors of medicine and dentists so 
appointed in the Navy shall be 
carried as additional numbers in 
rank, but shall not increase the 
authorized numbers of commis- 
sioned officers of the Medical and 


Dental Corps of the Regular 
Navy. The doctors of medicine 


and dentists so appointed in the 
Army shall be credited for pur- 
poses of promotion with the mini- 
mum number of years of service 
now or hereafter required for 
promotion of officers of the Medi- 
cal and Dental Corps to the grade 
in which appointed.” 


MEDICAL 
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THE BILL 


bers as the needs of the services 
may require. Such appointments 
shall be made only from qualified 
doctors of medicine and doctors of 
dentistry who are citizens of the 
United States and who have such 
other qualifications as the Secre- 
tary concerned may prescribe for 
his service. 


“(b) The doctors of medicine 
and doctors of dentistry appointed 
under this Act shall be credited for 
purposes of determining lineal 
position, permanent grade, posi- 
tion on a promotion list, seniority 
in permanent grade, and eligibility 
for promotion with the amount of 
service prescribed by the Secre- 
tary concerned, but not less than 
the minimum prescribed below. 
A doctor of medicine or doctor of 
dentistry appointed under this 
Act upon graduation from medical 
or dental school may not be 
credited with less than four years’ 
service. A doctor of medicine 
appointed under this Act who has 
completed a one-year internship, 
or the equivalent thereof, may not 


be credited with less than five 
years’ service. 
“(e) The Secretaries of the 


Army, Navy, and Air Force may 
convene boards of officers to re- 
view the records and compute the 
service of each officer of the Med- 
ical Corps or the Dental Corps of 
the Army or the Navy, and each 
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EXISTING LAW THE BILL 


medical or dental officer of the Air 
Force, appointed under any pro- 
vision of law before the effective 
date of this amendatory Act, in- 
cluding those Reserve or tempo- 
rary oflicers who are on active « 
on the effective date of 
amendatorv Act or who enter on 
aclive duty after that «date, in 
order to adjust the service credited 
to each such officer to reflect the 
service authorized to be credited 
to officers appointed under this 
Act. When that adjustment 1s 
made, such о сега shall ђе given 
precedence for promotion purposes 
or advanced to a lineal position 111 
accordance with пен’ а J sted 
dates of rank, exce 
of the Navv sha given 
justed date of rank in the grade о! 
captain which is earlier than July 
1. 1955. All officers of the Navy 
with the adjusted date of rank of 
July 1, 1955, in the grade of cap 
tain shall retain the prece len 
among themselves that they | 
on the effective 
amendatory Ас! 
junior to all other offi 
that date of rank. 
of readjustment of service 
under this Section 
(1) an officer of the Army o! 

the Air Force is made eligible fo 

promotion, he shall be consid 
ered for promotion by the next 
selection board considering offi 
cers of his grade and category 
and 

“(2) an officer of the Navy at- 
tains lineal position equivalent 
to an officer who is serving in 
the next higher grade, or who 
is on a promotion list to that 
grade, he may be promoted 
thereto on the recommendation 
of a board of officers convened 
under this subsection, and, ex- 
cept as otherwise provided in 
this subsection, may be as- 
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EXISTING LAW 


Section 202 of tl irm Navy- 
Publice Health Service Medical 


Officer Procurement Ас! oi 194; 
61 Stat. 777 


с d rm ‘ — 
~ 202. the Secretar ot 


Oi =“) ! 11 
War 
Navy are authorizes 
from time to time such regulations 


and the Secretary of the 


| to preseribe 


THE BILL 


signed a lineal position in the 

higher grade appropriate to his 

adjusted service credit. 

*(d) Each officer of the Medical 
Corps or the Dental Corps of the 
Army and each officer in the Air 
Force appointed with a view to 
designation as a medica! or dental 
officer, who is appointed as a tem- 
porary officer under the provisions 
of subsection 515 (fe) of the Officer 
Personnel Act of 1947 (61 Stat. 
907) after the effective date of 
this amendatory Act, shall upon 


ux s 
entering on active duty be eredited 
. 1 p` . 


$1 


with amount oi service AU- 
' . . 2 1 . А ( . 
thorized bv subsection (b) of this 


М + } ь 3 4 e 
section to be credited to officers 
ant ; acl wmndar thie (f 
appointed under iilis Ct. 

i 

e) Notwithstanding anv other 
provision of law, inelud по those 
elating to selection for promotion 


doctor of medicine or à doctor oi 


: ‚ 
dentistrv who is appointec na 
1 (1 
this Act oi iv other provision o 
v mav D mooraárih D i са 
о th raae ol сар! In 1 
irmv or t! L1! Го Ct 0 ti " 
| * 
n the Navy, as the сач 
>» alt any ( е n "al 
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8 í З nis I ning 1 th 
nior line ollicer in thi ae о 
1 4 1 4% 
eutenant (junior raci With tae 
1 dT t1 
"me «date oi rank, or li there 
в . 1 v Ж 4 
none, the junior line offieer of tha 
1 1 1 $ l; 4 
orade with the next eari ate ol 
"р? 
rang 


Publie Heaith Service Medical 
Officer Procurement Act of 1947 
(61 Stat. 777) 1s amel ded to read 
as follows: 

“Serec. 202. The Secretaries or 


the Army, Navy, and Air Force 
may from time to time preseribe 
| 


"ula 


10118 necessarv for the ad- 
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EXISTING LAW 


as may be necessary for the admin- 
istration of this title within their 
respective departments.” 

Section 202 (a) (6) of the Ca- 
reer Compansation Act of 1949 
(63 Stat. 807): 

“(6) all service which, under 
any provision of law in effect on 
the effective date of this section is 
authorized to be credited for the 
purpose of computing longevity 
pay.” 

‘The second sentence of section 
506 (e): "In addition to the fore- 
going and for the purposes here- 
inabove specified, each person ap- 
pointed and commissioned an officer 
of the Medical Corps of the Regu- 
lar Army shall, at time of appoint- 
ment, be credited with an amount 
of service equal to four years; each 
person appointed and commis- 
sioned an officer of the Dental 
Corps, each person appointed a 
Chaplain of the Regular Army, 
and each person appointed and 
commissioned an officer of the 
Regular Army with a view to as- 
signment in the Judge Advocate 
General’s Department shall, at 
time of appointment, be credited 
with an amount of service equal 
to three years; each person ap- 
pointed and commissioned an offi- 
cer of the Veterinary Corps shall, 
at time of appointment, be credited 
with an amount of service equal 
to two years; and each person ap- 
pointed and commissioned an offi- 
cer of the Medical Service Corps 
who at the time of appointment 
holds a degree of doctor of philos- 
ophy or comparable degree recog- 
nized by the Surgeon General in a 
science allied to medicine may, 
subject to regulations as prescribed 
by the Secretary of War, be cred- 
ited at the time of appointment 

with an amount of service equal 
to three years." 

"SEc. 506. (e) No person shall 


THE BILL 


ministration of this title within 
their respective departments." 


SEc. 2. Section 202 (a) (6) of 
the Career Compensation Act of 
1949 (63 Stat. 807) is amended by 
striking out the period at the end 
of clause 6 and inserting “; and’ 
in lieu thereof. 


(3) By striking out the follow 
ing words in the second sentence 
of section 506 (c): “each perso! 
appointed and commissioned an 
officer of the Medical Corps of the 
Regular Army shall, at time of 
appointment, be credited with an 
amount of service equal to fou: 
years; each person appointed and 
commissioned an officer of the 
Dental Corps," 


(4) By striking out the follow 


be initially appointed in the Regu- ing words in section 506 (e): “thi 
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lar Army in any commissioned 
officer grade under the provisions 
of this section when the length of 
time from date of birth to date of 
appointment exceeds: For all 
persons except those hereinafter 
specifically mentioned, twenty- 
seven years; for persons appointed 
in the Medical Corps, the Dental 
Corps, and the Veterinary Corps 
and persons appointed with view 
to assignment in the Judge 
Advocate General’s Department, 
thirty-two years; for persons 
appointed in the Medical Service 
Corps, thirty years; for persons 
appointed as chaplains, thirty- 
four years: Provided, That for 
any person, the number of years 
from date of birth to date of 
appointment hereinabove specified 
shall, respectively, be increased 
by the number of years, months, 
and days of active Federal service 
performed by such person after 
attaining the age of twenty-one 
years às a commissioned officer in 
the Army of the United States or 
any component thereof subsequent 
to December 31, 1947, and prior 
to such appointment, but not by 
more than five years: And pro- 
vided further, That until June 30, 
1953, the Secretary of War may, 
in his discretion, waive such maxi- 
mum age limitations for any 
person who served in the armed 
forces of the United States prior to 
September 2, 1945. 
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Medical Corps, the Dental Corps, 
and". 


Section 202 (a) of the Career 
Compensation Act of 1949 (63 
Stat. 807) is amended by adding 
the following new clause at the 
end thereof: 

“(7) For each 
Medical Corps 


of the 
Dental 


officer 
or the 


Corps of the Army or Navy, each 
officer of the Air Force designated 
as a medical or dental officer, and 
each officer of the Public Health 
Service commissioned as a medical 
or dental officer, four years; and 
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Lieutenant: 
junior grade) in a staff cory 
pointed subse uen the 
| roval of this Let pursuant to al 
authority other than the Act 
April 18, 1946 (Publie Law 
Seventy-ninth Congress 
date of rank in that efade in the 
same ealenda ’ уеаг shall, in order 
of their lineal rank and following 
December 31 of that year, be as- 
signed running mates amone line 
lieutenants (junior grade) with 
dates of rank in the same calender 
vear, if of other than the Medical 
Corps, and in the preceding calen- 
dar year if of the Medical Corps, 


DS, it 


<b} 
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for each such medical officer who 
has completed one year of medical 
internship or the equivalent there- 
of, one additional year; except 
that the service authorized to be 
credited to an oflicer under this 
clause shall be reduced by the 
amount of any service otherwise 
credited under this section whic 

covers any part of the period of 
the officer’s professional education 
or internship; and, notwithstand 


ing any other provision of la: 


the service credit authorized 
this clause shall not 

(A) be included in establishn 
eligibility for voluntary or 
voluntary retirement or separa 
from the service, under 
vision of law; 

В inerea 


iremoent 


insertin:* 


senter 


се оѓ рагастај 
tion 211(e) and in the first 
ої paragraph 3) of 
ter the words 
he words “other thie 
and Dental Corps" 
in those sentences the 
of other than the Medieal € Or] 
and in the preceding calendar у 


if of the Medical Corps, e 
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in the manner herein prescribed. 
Each such staff officer shall be as- 
signed as his running mate the line 
officer whose numerical position 
in the order of lineal rank among 
the line lieutenants (junior grade) 
above described is equal, or nearest 
equal, to the product of the numer- 
ical position of the staff officer in 
his order of lineal rank in his corps 
and a fraction whose numerator is 
the number of such line officers 
and whose denominator is the 
number of such staff officers. 
When there is but one such staff 
officer, the running mate shall be 
the line officer whose lineal rank 
is nearest the middle of the line 
officers concerned: Provided, That 
in any staff corps where officers 
may be originally appointed to the 
grade of lieutenant (junior grade) 
or ensign, all staff officers of that 
corps with dates of rank as lieuten- 
ants (junior grade) in the same 
calendar year shall, for the pur- 
pose of assignment of running 
mates, be regarded as having 
lineal rank in such order as may 
be recommended in the approved 
report of a board of officers con- 
vened for that purpose; such 
boards shall be convened as soon as 
practicable after December 31 of 
each year, shall be composed of 
officers of the corps concerned, 
and their recommendations when 
approved by the Secretary of the 
Navy shall be conclusive." 

“Sec. 311. (d) (3) Lieutenants 
(junior grade) in a staff corps, ap- 
pointed subsequent to the enact- 
ment of this Act pursuant to any 
authority other than the Act of 
April 18, 1946 (Public Law 247, 
Seventy-ninth Congress), with 
dates of rank in that grade in the 
same calendar year shall, in order 
of their lineal rank and following 
December 31 of that year, be as- 
signed running mates among line 
lieutenants (junior grade) with 


90002°—57 S. Rept., 84-2, vol. 2—— 
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dates of rank in the same calendar 
year if of other tnan the Medical 
Corps, and in the preceding calen- 
dar year if of the Medical Corps, 
in the manner herein prescribed. 
Each such staff officer shall be as- 
signed as his running mate the line 
officer whose numerical position in 
the order of lineal rank among the 
line lieutenants (junior grade) а- 
bove described is equal, or nearest 
equal, to the product of the numeri- 
cal position of the staff officer in 
his order of lineal rank in his corps 
and a fraction whose numerator is 
the number of such line officers and 
whose denominator is the number 
of such staff officers. When there 
is but one such staff officer, the 
running mate shall be the line 
officer whose lineal rank is nearest 
the middle of the line officers con- 
cerned: Provided, That in any staff 
corps where officers may be orgi- 
nally appointed to the grade of 
lieutenant (junior grade) or en- 
sign, all staff officers of that corps 
with dates of rank as lieutenants 
(junior grade) in the same calen- 
dar year shall, for the purpose of 
assignment of running mates, be 
regarded as having lineal rank in 
such order as may be recom- 
mended in the approved report of 
a board of officers convened for 
that purpose; such boards shall be 
convened as soon as practicable 
after December 31 of each year, 
shall be composed of officers of the 
corps concerned, and their recom- 
mendations when approved by the 
Secretary of the Navy shall be 
conclusive.” 

Section 203 (b) of the Career 
Compensation Act of 1949 as 
amended (37 U. S. C. 234 (b)): 

“Src. 203. (b) In addition to 
any pay, allowances, special or 
incentive pays that they are other- 
wise entitled to receive, commis- 
sioned officers as defined in sub- 


THE BILL 


Sec. 5. (a) Section 203 (b) of the 
Career Compensation Act of 1949 
as amended (37 U. S. C. 234 (b)), 
is further amended by striking out 
the words “$100 per month for 
each month of active service:" 
and inserting a dash and the fol- 
lowing in lieu thereof: 
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sections (a) and (c) of this section 
shall be entitled to receive special 
pay at the rate of $100 per month 
for each month of active service: 
Provided, 'That such sum shall 
not be included in computing the 
amount of increase in pay author- 
ized by any other provision of this 
Act or in computing retired pay, 
disability retirement pay, or any 
severance pay: Provided further, 
That the commissioned officers 
described in subsection (a) (4) 
of this section who are called or 
ordered to active duty without 
their consent shall not be entitled 
to receive the pay provided by 
this subsection for any period 
prior to September 9, 1950: And 
provided further, That no commis- 
sioned officer as described in 
subsection (a) of this section shall, 
while he is serving as a medical or 
dental intern, be entitled to receive 
the special pay of $100 per month 
as is provided in this subsection. 


bo 
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*(1) $100 per month for each 
month of active service for those 
medical and dental officers cov- 
ered by subsection (2) who have 
not completed two years of 
active service in a category 
cove red by that subsection; 

“(2) $100 per month for each 
month of active service for those 
veterinary officers covered by 
subsection (c); 

*(3) $150 per month for each 
month of active service for those 
medical and dental officers cov- 
ered by subsection (a) who have 
completed at least two years of 
active service in a category 
covered by subsection (a); 

*(4) $200 per month for each 
month of active service for those 
medical and dental officers cov- 
ered by subsection (a) who have 
completed at least six years of 
active service in a category 
covered by subsection (a); and 

(5) $250 per month for each 
month of active service for those 
medical and dental officers cov- 
ered by subsection (a) who have 
comple ted at least ten years of 
active service in a category 
covered by subsection (a) :” 


(b) Section 203 (b) of such act 
is further amended by striking out 
the following words in the third 
proviso: “of $100 per month as 
Is", 


О 
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APRIL 16 (legislative day, Aprit 9), 1956.—Ordered to be printed 


— — — — — 


Mr. SPARKMAN, from the Committee on Banking and Currency, 
submitted the following 


REPORT 


[To accompany 8. 2854] 


The Committee on Banking and Currency, to whom was referred 
the bill (S. 2854) to amend the National Housing Act, as amended, 
having considered the same, report favorably thereon with an amend- 
ment and recommends that the bill as amended do pass. 


GENERAL STATEMENT 


This bill would amend section 203 (h) of the National Housing Act, 
as amended, which authorizes the FHA to insure a mortgage for an 
individual whose home (regardless of whether he owned or rented) 
was damaged or destroyed by disaster. Under present law, the FHA 

‘ап insure such a mortgage up to 100 percent of the appraised value 
of the property and up to $7,000. This bill would increase the dollar 
limit from $7,000 to $12,000. 

The average commitment by the FHA to insure housing mortgages 
under other section 203 mortgage insurance provisions is at present 
approximately $10,000. Therefore, the $12,000 limit which this bill 
authorizes would provide for insurance of mortgages in amounts 
adequate to cover the costs of building moderate-priced housing in 
almost every locality. 

Although section 203 (h) provides 100-percent financing for disaster 
housing, and therefore requires no downpayment other than closing 
costs, the prospective home buyer under this section is subject to the 
same mortgage credit analysis as under the regular section 203 pro- 
visions in that his income must be sufficient to support the necessary 
monthly payments. This is a protection to the prospective home 
buyer, as well as to FHA, in that it does not permit him to become 
financially overburdened. 

The Housing and Home Finance Agency and the Bureau of the 
Budget have raised no objection to increasing the maximum amount 
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of mortgages under section 203 (h) from $7,000 to $12,000 as proposed 
by the bill. 
AMENDMENT 


Section 2 of the bill as originally introduced increased the FHA 
general mortgage insurance authorization by $60 million to make 
provision for “the increase in dollar limits of mortgages insured pur- 
suant to this bill. The committee deleted section 2 after being assured 
by HHFA that the present general mortgage insurance authorization 
is sufficient for the current fiscal vear. 

The committee recommends approval of S. 2854, as amended. 


CHANGES IN Existina Law 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


NationaAL HovsiNG Act, as AMENDED 


* * * * * * * 


Бес. 203. (ћ) Notwithstanding any other provision of this section, 
the Commissioner is authorized to insure any mortgage which involves 
a principal obligation not in excess of [$7,000] $/2,000 and not in 
excess of 100 per centum of the appraised value of a property upon 
which there is located a dwelling designed principally for a single 
family residence, where the mortgagor is the owner and occupant and 
establishes (to the satisfaction of the Commissioner) that his home 
which he occupied as an owner or as a tenant was destroyed or dam- 
aged to such an extent that reconstruction is required as a result of a 
flood, fire, hurricane, earthquake, storm, or other catastrophe which 
the President, pursuant to section 2 (a) of the Act entitled “An Act 
to authorize Federal assistance to States and local governments in 
major disasters and for other purposes” (Public Law 875, Eighty-firs' 
Congress, approved September 30, 1950), as amended, has determined 
to be a major disaster. О 
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Mr. SPARKMAN, from the Committee on Banking and Currency, 
submitted the following 


REPORT 


'To accompany S. 2855] 


The Committee on Banking and Currency, to whom was referred 
the bill (S. 2855) to provide authority to stockpile temporary housing 
for disaster relief, and for other purposes, having considered the same, 
report favorably thereon with amendments and recommend that the 
bill as amended do pass. 


GENERAL STATEMENT 


This bill, as amended, (1) provides authority for the Commissioner 
of the Public Housing Administration to enter into contracts on a 
standby or emergency basis for emergency production and delivery of 
housing and equipment into a location declared by the President to 
be a major disaster area, and (2) authorizes the Commissioner to use 
$5 million of funds which he can borrow from the Treasury under 
section 20 of the United States Housing Act of 1937 (which makes loan 
funds available for low-rent public housing) with which to purchase 
the emergency housing and equipment. 

Annually, in one form or another, the Nation is subjected to the 
violent forces of nature which cause millions of dollars of damage to 
property and untold misery, exposure, and death to many of the 
Nation’s families. During 1955 alone, the United States suffered two 
of the worst flood disasters recorded in our history. From time to 
time the Congress, taking into consideration the needs of the victims 
of these disasters, immediately following the devastation, has enacted 
legislation to provide funds and other assistance for these victims. 

In numerous instances, however, the assistance provided does not 
reach the victim at the time the need is the greatest. This is especially 
true of housing. Existing law authorizes the various Federal housing 
agencies to provide temporary or emergency housing in disaster areas. 
However, the difficulties of locating and preparing sites and locating, 
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moving, and erecting housing in the disaster areas are very time 
consuming. 

The bill, as amended, is designed to provide a flexible plan under 
which housing can be made available to disaster victims as early as 
possible after the need occurs. The agency contemplates that under 
the authority granted by this bill, contracts could be entered into on 
a standby or emergency basis for emergency production and delivery 
of approximately 2,000 movable housing units, consisting of 1, 2 qnd 
3 bedroom trailers, which would be available for occupancy in the 
disaster area within a minimum period of time after the President 
declares the area to be a disaster area. 

The bill authorizes the Commissioner of the Public Housing Ad 
ministration to use up to $5 million of funds now available for = 
low-rent public housing program. The Publie Housing Administ 
tion would be required to repay the Treasury from receipts under the 
bill, if any, and reimbursements received pursuant to the provisions 
of the disaster assistance act (Publie Law 875, 81st Cong., approved 
September 30, 1950). The ил of the Treasury ts authorized to 
forgive the difference between such receipts and reimbursements, and 
the amount expended by the Public Housing Administration for tl 
purpose of this bill. 

The report from the Administrator, HHFA, dated April 11, 1956 
is as follows: 

Hovusina ann Home Finance AGeNcy, 

OFFICE OF ГНЕ We, [IN *5 ГОК, 
Washington 28, D. C., April 11, 1956 

Re S. 2855, 84th Congress. 

Hon. Joun J. SPARKMAN, 

Chairman. Subcommittee on Tous по ој tht 
Senate Banking and Currency Comn | 
United State $ Ne nate, Wash n qt "PT 25 D E 

DEAR SENATOR SPARKMAN: This in response to the request by 
your subcommittee for views of this Agency with respect to S. 2855 
as amended, a bill to authorize the ( Commissioner of Public Housing 
to enter into —— on a standby or emergency basis for housing 
to provide shelter for disaster victims, and for other purposes. Thi 
amendments follow the recommendations made by Public Horsing 

Commissioner Charles E. Slusser in his letter to you of March 
in which I concurred. 

Under the provisions of the bill the Public Housing Commissioner 
would be authorized to enter into contracts on a standby or emergenc 
basis, without regard to the provisions of section 3709 of the Revise d 
Statutes, for emergency production and delivery of housing and 
equipment in the event of a major disaster declared by the President 
under the Federal Disaster Assistance Act. The legislation would 
authorize the Commissioner to make such housing and equipment 
available to local public agencies, the American Red Cross, or othe: 
nonprofit relief organizations, without charge to provide shelter fo: 
victims of any such disaster. The Commissioner would also Бе 
authorized and directed to prepare procedures for emergency mobili- 
zation of local services and property to provide emergency shelter 
including the preparation of sites for emergency dwellings. 

Not to exceed $5 million would be provided to carry out the bill by 
authorizing the Public Housing Commissioner to use funds made 
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available under section 20 of the United States Housing Act of 1937, 
as amended. All receipts of the Public Housing Administration 
under the bill and any reimbursements to the Administration pur- 
suant to the provisions of the Disaster Relief Act must be applied to 
repayment. of funds borrowed from the Treasury for the purposes of 
the bill under section 20. The Secretary of the Treasury would be 
authorized to credit as a repayment an amount equal to the amount 
certified by the Public Housing Commissioner as having been expended 
under the bill and which the Public Housing Administration has not 
repi aid out of such receints or reimbursements. 

This proposed legislation would enable the Public Housing Adminis- 
tration to prepare, in advance, specifications for standardized emer- 

enev housing and equipment and to apprise manufacturers of these 
specifications and do evervthing feasible (either on an advisory non- 
contractual basis, if possible, or on a contractual basis) to prepare 
manufacturers and dealers for emergency requests for such e quipme nt 
when a major disaster occurs. In this way, costs would be lowered 
through preparation of standard specifications for unelaborate, safe, 
trailers and furnishings, and through making available a greater num- 
her of manufacturers ready to produce the units on an emergency basis. 
Time would be saved in procurement by having the manufacturers 
nformed in advance of the tvpe of equipme nt that would be required; 
and time would be saved at the site by standardization of size, connec- 
tions, ete., so that the trailers could be hooked into sanitary and utility 
facilities without delay. 

Time would also be saved at another critical point through advance 
preparation and promulgation of procedures advising officials and 
agencies concerned on how to mobilize local services and property in 
the event of a disaster. This should be particularly helpful in connec- 
tion with the selection and preparation of sites to receive the trailers, 
which past experience has shown to be a source of considerable delay 
and trouble. 

We assume that the bill deliberately omits authority for acquisition 
of sites or o»eration of the housing by the Federal Government be- 
cause it is the intention of the legislation that the sites and services 
be provided by the State and local governments, the American Red 
Cross, or other nonprofit relief organizations. The role of the Federal 
Government would be limited to furnishing the trailers to local agencies 
and relief organizations on a loan, sale, lease, or donation basis. 

Although the bill is not intended to authorize a “stockpile” pro- 
gram, it does not establish any time for disposal of the trailers after 
use in a disaster, and the legislation would permit retention of the 
trailers for as long as it is deemed desirable, and would, of course, 
permit their utilization by other Government agencies —— to 
the provisions of the Federal Property and Services Act. The bill also 
clearly authorizes the delivery and utilization of trailers which are 
not purchased under the bill but which may be under the jurisdiction 
of the Public Housing Administration and available for such use, or 
which may be excess to the needs of other Government agencies and 
are made available to the PHA under the Federal Property and 
Services Act. Disposal would also be accomplished under that act. 

We believe that the $5 million authorization would be adequate to 
purchase up to approximately 2,000 trailers and perform the inci- 
dental functions set forth in the bill. Although the funds made 
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available under section 20 of the United States Housing Act are loan 
funds (ordinarily used by local housing authorities for development 
of low-rent housing projects), it is assumed that expenditure of these 
funds pursuant to the proposed bill would be subject to the budget 
controls of the Bureau of the Budget and the audit by the General 
Accounting Office which are generally applicable to appropriated fund 
expenditures. The utilization of the section 20 loan fund is, we 
believe, the most feasible way of making funds available to meet 
intermittent emergencies, such as flood and storm disasters, contem 
plated by the bill. 

We have not received the report of the Bureau of the Budget as yet 
and shall advise you further as soon as it is received. 

Sincerely yours, 
ALBERT M. Corr, Administrator 

A report from the Administrator of the Federal Civil Defens 

Administration, dated April 6, 1956, is as follows: 


FEDERAL Civi DEFENSE ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 


Battle Creek, Mich., April 6, 1956. 
Hon. J. W. FULBRIGHT, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. С. 

DzraAnR MR. CHAIRMAN: This is in reply to the request of your com- 
mittee for the view of the Federal Civil Defense Administration with 
respect to S. 2855, a bill to provide authority to stockpile temporary 
housing for disaster relief, and for other purposes. 

The purpose of the bill is to authorize the Housing and Home Fi 
nance Administrator to establish and maintain a stockpile of 1,000 
temporary housing units of a mobile or portable character at suitable 
locations throughout the Nation to be available for immediate use in 
the event of a major natural disaster. 

The bill contemplates using for this purpose temporary housing 
provided under the Defense Housing and Community Facilities and 
Services Act of 1951, which remain available under the jurisdiction 
of the Administrator of the Housing and Home Finance Agency 
Additional units needed to maintain the stockpile of 1,000 units could 
be acquired by the Housing and Home Finance Agency Administrator 
in such a manner as he deems advisable. Rental charges to disaster 
victims could not exceed a rate sufficient to cover the cost of operating 
and maintaining the unit occupied, and a proportionate share of com- 
mon operating and maintenance costs of the project. No rent would 
be required of any victim during the effective period of a certificate 
issued by the American National Red Cross to the effect that the vic- 
tim is financially unable to pay rent or other charges for housing. 

The Administrator could utilize the services of any other Federal 
agency in carrying out his functions under this proposal with its con- 
sent, or could utilize the services of any other public or private 
organization, and provide reasonable compensation for such services 
Sums necessary to carry out the provisions of the bill would be author- 
ized to be appropriated. 

This Administration supports and endorses appropriate measures 
designed to increase the effectiveness of Federal assistance during 
major natural disasters under the provisions of Public Law 875, 81st 
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Congress, as amended. The Federal Civil Defense Administration is 
charged with the administration and coordination of Federal disaster 
assistance under Public Law 875, 81st Congress, and Executive Order 
10427. In the conduct of the proeram of disaster assistance, full 
utilization is made of existing facilities, particularly trailers and other 
mobile units under the jurisdiction of the Housing and Home Finance 
Aveney. Together with the usual housing facilities which may be 
provided from areas contiguous to or near scenes of major natural 
disasters, these resources have ordinarily been able to supply the tem- 
porary housing needs of disaster victims during a major natural 
disaster. 

For the assistance of the committee in its consideration of the bill, 
it has been the experience of this Administration that mobile housing 
units in the form of trailers are the most successful unit for use in 
major disaster relief. The reason for this is that a trailer is an easily 
transported temporary unit, is a self contained unit in itself, complete 
with plumbing and mechanical equipment installed, and needs be 
only connected to service mains to be ready for occupancy by the 
disaster victims. Surpius trailer units under the jurisdiction of the 
Housing and Home Finance Асепсу have been used with excellent 
results in the natural disaster assistance program of the Federal 
Government, 

Since the use of trailer housing units has been so successful for 
disaster relief purposes, the committee may wish to give consideration 
to statutory authorization to the Housing and Home Finance Ad- 
ministrator to acquire trailer units for the purposes of S. 2855. For 
the most effective administration of disaster relief, the Federal Civil 
Defense Administration would recommend to the committee that con- 
sideration be given to an authorization to purchase trailers on the 
open market from manufacturers or dealers, upon the declaration of a 
major disaster. The trailer units to be purchased by the Housing and 
Home Finance Administrator only after a finding by the Federal Civil 
Defense Administrator that their purchase is necessary for use in a 
major disaster area. 

As an alternative to the storage of these units for major disaster 
relief assistance purposes, the committee may find it more desirable to 
authorize the purchase of trailers from manufacturers or dealers, and 
after the trailers have served their purpose, to sell such trailers at 
the best available price and to deposit the proceeds in a revolving fund 
to be utilized for this purpose when again needed. Should such an 
authorization be adopted, it is our view that complicated and expensive 
storage and maintenance problems would be obviated, with a real 
advantage to the Government, while still maintaining the capability 
of furnishing temporary housing units to areas in need thereof as a 
result of a major natural disaster. 

Under the provisions of Public Law 875, 81st Congress, as amended 
by Public Law 107, 82d Congress, this Administration is authorized 
to: “provide temporary housing or other emergency shelter for 
families who, as the result of such major disaster, require temporary 
housing or other emergency shelter." 

Pursuant to this authority, the Federal Civil Defense Administra- 
tion, in cooperation with the Housing and Home Finance Agency and 
other Federal agencies having vacant and available housing facilities, 
and in cooperation with the State and local governments and the 
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American National Red Cross, leaves no avenue unexplored to provide 
temporary housing for victims of major disasters. 

However, authority along the lines of that contemplated by S. 2855, 
would appear to be useful supplemental authorization for the provision 
of temporary housing or shelter for families in need of such shelter as 
the result of a major natural disaster. Accordingly, subject to the 
foregoing comments, this Administration would recommend the enact- 
ment of a measure along the lines of S. 2855, to provide for the ready 
availability of tempoarary housing for disaster relief purposes. | 

Advice has been received from the Bureau of the Budget that there 
would be no objection to the submission of this report. 

Sincerely, 
VAL PETERSON. 


AMENDMENTS 


As introduced, S. 2855 would have provided authority to stockpile 
1,000 units of temporary housing at suitable locations throughout 
the Nation to be available for immediate use in the event of majo: 
disaster. The many problems and costs created by maintenance 
depreciation, and transportation of such housing from storage points 
to the disaster areas and eventual return to the storage points, caused 
the committee to amend the bill. As amended, the bill would permit 
emergency production and delivery of housing and equipment into 
disaster areas. ‘The committee feels that S. 2855, as amended, elimi- 
nates many of the problems and costs found in the bill as introduced, 
and offers the most practicable approach and the most flexible plar 
for providing disaster shelter at the time such shelter is needed. 


O 
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Mr. SPARKMAN, from the Committee on Banking and Currency, 
submitted the following 


REPORT 


[To accompany В. 2859] 

The Committee on Banking and Currency, to whom was referred 
the bill (S. 2859) to provide rent-free accommodations in certain 
federally aided housing for needy victims of major disasters and other 
purposes, having considered the same, report favorably thereon with 
an amendment and recommend that the bill as amended do pass. 


GENERAL STATEMENT 


This bill amends title IT of the act of June 28, 1950 (54 Stat. 676), 
as amended, to permit victims of a major disaster, as declared by the 
President, as well as persons engaged in national-defense activities, 
to be considered for accommodations in low-rent public housing 
projects without respect to (a) any of the eligibility or preference 
provisions of the United States Housing Act of 1937, as amended, 
and (6) any advance guaranty of rent or determination as to the rent- 
paying ability of a disaster victim as a condition of admission to such 
project. 

The bill further authorizes the Public Housing Administration to 
enter into contracts with local agencies for advance payment or 
reimbursement for low-rent housing furnished to disaster victims. 
An expenditure not to exceed $500,000 from funds made available to 
the agency for low-rent public housing is authorized for this purpose. 
Such housing may be furnished rent-free to disaster victims during 
the disaster period as determined by the President. 

Under the present eligibility or preference provisions of the United 
States Housing Act of 1937, disaster victims may be precluded from 
obtaining shelter in low-rent housing projects, even though vacancies 
may exist in such projects. This bill suspends the eligibility or 


71006 











2 RENT-FREE ACCOMMODATIONS FOR DISASTER VICTIMS 


preference provisions of that act in order that low-rent housine 
projects may be occupied by disaster victims. Ў 

In addition, a disaster victim would be permitted to occupy a low- 
rent housing unit without any advance guaranty of rent or determina. 
tion as to his rent-paying ability as a condition of admission to such 
project. 

The bill would also permit the Federal Government to bear the 
expense of the emergency shelter furnished to needy victims of disaster 
in such low-rent housing projects. To meet the expense of providing 
rent-free accommodations, the Commissioner of PHA is authorized to 
use up to $500,000 of the funds now available for the low-rent publi 
housing program. The Public Housing Administrator would be re 
quired to repay the Treasury from receipts under the bill, if any, and 
reimbursements received pursuant to the provisions of the disaste) 
assistance act (Public Law 875, 8ist Cong., approved September 30 
1950). The Secretary of the Treasury is authorized to forgive tl 
difference between such receipts and reimbursements, and the amount 
expended by PHA for the purpose of this bill. 

The Administrator of the Federal Civil Defense Administration and 
the Administrator of the Housing and Home Finance Agency repo 
on S. 2859 as follows: | | 


OFFICE OF THE ADMINISTRATOR, 
FEDERAL Civit. DEFENSE ADMINISTRATION, 
NATIONAL OFFICE, 
Battle Creek, Mich., April 6, 1956. 
Hon. J. W. FULBRIGHT, 
( hairman, Committee on Panking and Curre ney, 
United States Senate, Wash ington 25, р. С. 

DEAR MR. CHAIRMAN: This is in reply to your request for the view 
of the Federal Civil Defense Administration on S a bill to pro 
vide rent-free accommodations in certain federally aided housing fo 
needy victims of major natural disasters, and for other purposes 

The Federal Civil Defense Administration, under Public Law $77 
81st Congress, as amended, and Executive Order 10427, is charg 
with the coordination of the disaster-assistance program of the Federal 
Government in supplementing the efforts of State and local govern 
ment to alleviate suffering and to reduce the effects of damage caused 
by major natural disasters. 

This Administration supports and endorses appropriate measures 
designed to increase the effectiveness of aid to disaster-stricken com 
munities and victims thereof. 

Under Public Law 875, 81st Congress, as amended by Public Law 
107, 82d Congress, the Federal Civil Defense Administration is a 
thorized to provide temporary housing or other emergency shelter 
for families who, as the result of such major disaster, require su 
temporary housing or other emergency shelter. Pursuant to this 
authority, the Federal Civil Defense Administration, in cooperatio! 
with the Housing and Home Finance Agency and other Federal 
agencies having vacant and available housing facilities, and in coope! 
ation with the State and local governments and the American National 
Red Cross, leaves no avenue unexplored to provide temporary housin; 
for victims of major disasters. Е; 

In the conduct of this program, we have no information which 
would lead us to believe that the collection of unconscionable ren! 
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has been made, nor that rents collected from disaster victims were of 
such a nature that it would tend to leave such persons in financial 
straits or cause them undue hardship under the cireumstances. 

'The bill, if enacted, would authorize and direct that needy disaster 
victims be permitted to occupy, rent free, federally, State, or locally 
controlled housing accommodations constructed or acquired through 
Federal financial aid. Since statutory or contractual requirements 
relating to such accommodations may perhaps prohibit occupancy of 
housing of this type by certain disaster victims, the bill would possibly 
add to the temporary housing capacity of a disaster stricken area for 
needy persons deprived of their homes in a major disaster. Тһе 
Federal Civil Defense Administration would therefore interpose no 
objection to the enactment of a measure along the lines of 5. 2859. 

Advice has been received from the Bureau of the Budget that there 
would be no objection to the submission of this report. 

Sincerely, 
VaL PETERSON. 


Носзха anp Home FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington 20, D. C., April 11, 19 
Re S. 2859, 84th Congress. 
lon. J. SPARKMAN, 
Chairman, Subcomm ‘ttee on Housing, 
Senate Banking and Cum ney Committee, 
United States Sen Washin gton 6, Dé. 
DEAR SENATOR SPARKMAN: This is in response to the request by 
your subcommittee for the view of this Agency with respect to S. 2859, 
as amended, a bill to provide rent-free accommodations in certain 
ederaily aided housing to needy victims of major disasters, and for 
other purposes. 

Section 1 of the bill follows the recommendations of Public Housing 
Commissioner Charles E. Slusser in previous correspondence with vour 
subcommittee in which I concurred. It amends title II of the act of 
June 28, 1940 (Publie Law 671, 76th Cong.), as amended, to authorize 
the waiving of eligiblity and preference provisions applicable to 

—* owned federally assisted low-rent publie housing projects in 

locality where the President determines that there is an acute 
| need of housing for victims of a m: јог disaster declared by the Presi- 
dent under the Disaster Relief Act. The amendment would authorize 
this to be done in ct same manner as Publie Law 671 authorizes the 
waiving of eligibility and preference provisions for defense workers 
and military personnel upon a Presidential finding that there is an 
acute need of housing for such persons in connection with national- 
defense activities. 

The amendment contains a proviso prohibiting the Public Housing 
\dministration from requiring any public housing agency to obtain 
any advance guaranty of rent or determination as to the rent-paying 


ability of a disaster victim as a condition of admission to such a proj- 
ect. This proviso should remove any difficulty and delay occasioned 
by the concern of local housing authorities that they may be violating 
contractual obligations or jeopardizing the financial solvency of the 
project by not determining in advance how the expense of housing 
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the victims would be met. We favor the inclusion of this provis: 
because we believe that financial arrangements can be worked out 
by the Jocal housing authorities within a reasonable time after th 
disaster victims themselves who are financially able to pav rent, oi 
through reimbursement by organizations like the American Red Cros 
or other national or local relief agencies or through State or loca 
government funds. 

I concur in Commissioner Slusser's recommendation that the cost 
of providing these accommodations not be borne by the Federa 
Government and, therefore, recommend against enactment of tl 
proposed sections 2 and 3 of the bill which would authorize th 
Government to bear this expense. We believe that the expense an 
administration of this type of emergenev shelter should be a matte: 
of local responsibility or the responsibility of relief agencies estab 
lished to administer critical emergency relief such as food, clothing 
medical care, etc., and that the role of the Federal Government b 
limited to making the housing facilities available. 

If, however, Congress should desire that the Federal Government 
bear the expense of providing rent-free accommodations, the provi 
sions of the proposed sections 2 and 3 of the bill will accomplish th 
purpose in the most feasible manner. 

We have not received the report of the Bureau of the Budget as 
yet and shall advise vou further as soon as it is received. 

Sincerely yours, 
ALBERT M. Corer, Administrator, 


The committee is aware of the fact that the Housing Agency object 
to the Federal Government bearing the expense of providing shelti 
for needy disaster victims. This financial aid, however, would b 
limited to defraving the expense of providing shelter to needy victin 
in low-rent housing units at well-defined areas for specific periods « 
time as determined by the President. The committee feels that suc! 
Federal assistance is not unlike other direct Federal aid provided 
in times of major disaster and should, therefore, be regarded as 
justifiable expense. 

AMENDMENT 


The bill as originally introduced was amended in order to perfect 
the language and to clarify legislative intent. 


CHANGES IN EXISTING Law 
In compliance with subsection (4) of rule XXIX of the Standii 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted is 


enclosed in black brackets, new matter is printed in italies, existing 
law in which no change is proposed is shown in roman): 


Тне Омтер SraTEs HovsiNG AcTr or 1937, As AMENDED 
+ * + * „ * + 


Src. 204. Any contract made for financial assistance under the 
United States Housing Act of 1937, as amended, may be revised so as 
to provide that the project involved will be assisted for any of the 
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purposes of this title. The Navy or War Department or the Author- 
ity, in the administration of any project developed for the purposes of 
this title, shall fix rentals for persons engaged in national defense 
activities and their families which will be within their financial 
reach, and the Authority, in any contract for financial assistance or 
any lease of such a project, shall require the fixing of such rentals. 
Projects developed by the Navy or War Department, or developed or 
assisted by the Authority, for the purposes of this title shall not be 
subject to the elimination requirements of sections 10 (a) and 11 (a) 
of said Act, or to any provisions of section 9 of said Act which would 
require any part of the development cost thereof to be met in any 
manner other than from funds loaned or furnished by the Authority. 
Funds expended for the purposes of this title shall be excluded in 
determining, for the purposes of section 21 (d) of said Act, the amounts 
expended within each State. Except as otherwise provided herein or 
as may be inconsistent herewith, all the provisions of title I of said 
Act shall apply to this title. [During the period when the President 
determines that in any locality there is an acute need for housing to 
assure the availability of dwellings for persons engaged in national 
defense activities, dwellings in a project developed or assisted in said 
locality which are devoted to the purposes of providing housing for 
persons engaged in national defense activities shall not be subject to 
sections 2 (a) and 2 (2) of the United States Housing Act of 1937, as 
amended, and during such period such projects shall be deemed 
projects of a low-rent character for the purposes of any of the applic- 
able provisions in title I of said Act.] During the period when the 
President determines that in any locality there is an acute need for 
housing to assure the availability of 9 for persons engaged in 
national defense activities or for victims ој « major disaster (as di fined 
in section 2 (a) of the Act of Ne pte mber 30, 1950 (64 Stat. 1109), as 
amended), dwellings in a low-rent project developed, assisted, or operated 
in said locality pursuant to the United States housing Act of 1937, as 
amended, wh ich are de roted to tl« purposes 0] providing housin Üg for such 
persons or victims shall not be subject to any of the eligibility or prefer- 
ence Provisions 0] the United States Housing Aet of 1937. as amended, 
and during such period such projects shall be deeme: 1 projects of a low- 
rent. character for the purpose of any of the applicable provisions of the 
saul Act: Provided, That tl Authority shall not require any publi ic 
housing agency to obtain any advance quaranty of rent or determination 
as to the rent- paying ability of « disaster victim as a condition of 
admission to such a project. О 
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APRIL 17, 1956.— Filed under authority of the Senate of Aprit 16 (legislative day 
APRIL 9), 1956, and ordered to be printed 


A 


Mr. Haypen, from the Committee on Appropriations, submitted 
the following 


REPORT 


[To accompany H. R. 9390] 


The Committee on Appropriations, to whom was referred the bill 
H. R. 9390) making appropriations for the Department of the Interior 
ind related agencies for the fiscal year ending June 30, 1957, and for 
other purposes, report the same to the Senate with various amend- 
ments and present herewith information relative to the changes made: 


Amount of the bill as passed by the House $415. 963. 200 


Amount added by the Senate (ne 7. S88. 200 


Total of the bill as reported to the Senate..... 433, 851, 400 
Amount of budget estimates considered 435, 142, 300 
Amount of 1956 appropriations, including the Supple- 
mental Appropriation Act, 1956; and $9,349,200 for 
increased pay costs pending in the 2d supplemental 
арргормайоп БШ, 1956---------- 

l'he bill as reported to the Senate: 


Under the budget estimates... 2.22.2... , 290, 900 


Over appropriations for fiscal year 1956 
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INTERIOR AND RELATED AGENCIES APPROPRIATIONS, 1957 


SUMMARY OF THE BILL 


The committee considered budget estimates totaling $435,142,300 
for the agencies of the Department of the Interior, exclusive of the 
Southeastern Power Administration, the Southwestern Power Admin- 
istration, the Bonneville Power Administration, and 
Reclamation; and the following related agencies: 

Fine Arts Commission 

Federal Coal Mine Safety Board of Review 

Department of Agriculture—Forest Service 

Indian Claims Commission 

Jamestown-Williamsburg- Yorktown Celebration Commission 

National Capital Planning Commission 

Smithsonian Institution 

National Gallery of Art 

Franklin Delano Roosevelt Memorial Commission 

Woodrow Wilson Centennial Celebration Commission 

Virgin Islands Corporation 
The estimates considered include $8,350,000 submitted in Hous 
Document No. 326, $35,000 submitted in House Document No. 343 
and $48,500 submitted in Senate Document No. 108. Excluded from 
the estimates is $39,400 for the operation of the Squaw Butte Experi 
ment Station that is to be transferred from the Bureau of Land 
Management to the Department of Agriculture. 

The committee recommends appropriations for these agencies total- 
ing $433,581,400. The action of the committee on each appropriation 
is explained under the appropriate heading in this report. 


the Bureau of 


TITLE I—DEPARTMENT OF THE INTERIOR 
OFFICE OF THE SECRETARY 


RESEARCH IN THE UTILIZATION OF SALINE WATER 


Appropriation, 1956 $400, 000 
Budget estimate, 1957 600, 00t 
House allowance : isses AE. E AEN а = 550. 000 
Committee recommendation 550, 001 


The committee recommends that the Senate concur in the House 
allowance of $550,000 for the saline water research program. This i 
a reduction of $50,060 below budget estimate. Inasmuch as the pend 
ing second supplemental appropriation bill for fiscal year 1956 includes 
$200,000 for this program it is the view of the committee that th 
reduction of $50,000 will not have any adverse effect on the program 

The reduction of $50,000 is not to be applied to any specific activity 
under the program, and it is the opinion of the committee that th 
Secretary should maintain a competent staff to administer the various 
research contracts. 
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ОЕЕ1СЕ ОЕ Оп, AND Gas 
SALARIES AND EXPENSES 


Appropriation, 1956 берци ваб аы 000 
Pending supplemental for pay с083_---- НИЕ ABA Cas Е 5, 600 


Adjusted total appropriation, 1956 з „ш, 105. 600 
Budget estimate, 1957 3. 800 
House BllowaAnOO.. lll cc crc de 2. 800 
Committee recommendation ut — : Е _ 13. 800 


The committee recommends the allowance of the budget estimate 
of $413,800 for the Office of Oil and Gas 

This office provides coordination and advice to the Federal Govern- 
ment on all phases of petroleum and gas, and is responsible for the 
enforcement of the Connally Hot Oil Act. 


OFFICE OF THE SOLICITOR 


SALARIES AND EXPEN 


Appropriation, 1956... : ж. 1 30 5905 000 
ending supplemental for pay cost : EL в 5 000 


Adjusted total appropriation, 1956 9 600. 000 
Budget estimate, 1957........ WD i И 29. S17. 000 
House allowance 000 

000 


ommittee recommendation 


The committee recommends the allowance of 82,835,000 for the ex- 
penses of the Office of the Solicitor. The House allowed 82 500.000 
for this purpose, a reduction of $17,000 below the budget e 

The increase of $35,000 recommended by the committee is to enable 
the Solicitor to revise the Handbook of Indian Federal Law. The re- 
vision of this book was requested by the Indian Affairs Subcommittee 
of the Senate Committee on Interior and Insular Affairs. Funds are 
recommended for the revision and printing of the book to be distrib- 
uted under instructions from the Appropriations Committees of the 
House and Senate and the Committees on Interior and Insular Affairs 


of the House and Senate. 
OFFICE OF MINERALS MOBILIZATION 


SALARIES AND EXPENSES 


Appropriation, 1956 : cme ; à . $225, 000 
Budget estimate, 1957_____- СР Deb t — 308. 000 
House allowance.... E ALD ин a a — — 
Committee recommendation.... E dr ЕС = : муа 225 000 


The committee recommends an appropriation of $225,000 for the 
Office of Minerals Mobilization, the same amount as provided for the 
current fiscal year. 

It is the view of the committee that the presentation made by the 
Office of Minerals Mobilization did not justify the increase requested 
in the budget estimate. 
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INTERIOR AND RELATED AGENCIES APPROPRIATIONS, 
Bureau or LAND MANAGEMENT 


MANAGEMENT OF LANDS AND RESOURCES 


Appropriation, 1956 $13, 700 


, 00! 
Pending supplemental for pay costs i 581 


* 7604 


Adjusted total appropriation, 1956 ‚ 281 
Budget estimate, 1957 (adjusted) : AD LL ~ 8. 738 601 
House allowanee..... + ЕЕ ‚ 000. 00 
Committee recommendation 


1 Excludes $39,400 for the operation of the ee Butte Experiment Station fa 
transferred to the Department of Agriculture, and funds w ill be carried in the Dep: rtm ent 
appropriation bil. for its operation. 


The committee recommends the allowance of the adjusted budge 
estimate of $18,738,600 for the management of lands and resource: 
under the jurisdiction of the Bureau of Land Management. This 
an increase of $738,600 over the House allowance. 

It is the view of the committee that the increase is needed to all 
the bureau to properly administer the 468 million acres of pub! 
lands in the United States and Alaska and to carry out its respon 
bilities for mineral resources on 358 million acres of land under 
jurisdiction of other Federal agencies. 

It should be noted that the estimated receipts of the Burea 
Land Management for fiscal year 1957 is $236 million, of which $38 
million will be paid to States and counties. 

The committee has no objection to the proposed transfer of t! 


Squaw Butte Experiment Station to the Department of Aerieultu: 
provided that no Federal employee at the station shall 
affected by such a transfer. 


“avers 


CONSTRUCTION 
Ic О снн е ee — E $2 
Budget e nate, 1957 ЧИ Б ea — t, 
Hou se = )wAance a bi bos db 5 = à 1, 500, 00t 
t, 


Committ ee recomme па оп 


500. OU 


'The committee recommends that the Senate concur in the Hous 
allowance of $4,500,000—the budget estimate—-for construction b 
the Bureau of Land Management. 

Of the total $4,460,000 is for the construction of timber access road 
on the Oregon and California grant lands. The pending secon 
supplemental appropriation bill for 1956 includes an additional $ 
million for this purpose. The committee wishes to make it clea: 
that under language in the bill the total amount appropriated for th: 
construction and operation and maintenance of this access roa 
system is reimbursed from the receipts from the sale of timber tha 
would otherwise be paid to the counties. 

The balance of the estimate, $40,000, is for the constructio! 
buildings in Alaska needed in the Bureau's program there. 


ADMINISTRATIVE PROVISIONS 


The committee recommends the granting of authority to purcha: 
31 passenger motor vehicles for replacement, the number recommend 
by the Bureau of the Budget. The House granted authority for tl 
replacement of only 25. 
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BUREAU OF INDIAN AFFAIRS 


EDUCATION AND WELFARE SERVICES 


\ppropriation, 1956 6 С а ee ut Ec Me Ms aA i2 $41, 764, 995 
Pending supplemental for pay M RI Sa E 1, 350, 000 
Adjusted total T propriation, 1956... ее Ка али 13, 114, 995 

Л ААЛА АШ te є ui^. A БЕС 50, 700, 000 
House allowance m < TOAT Е 50. 700. 000 


Committee recommendation — E 50. 720. 000 


The committee recommends the allowance of $50,720,000 for the 
education and welfare services of the Bureau of Indian Affairs. The 
nerease of $20,000 over the budget estimate is for higher education. 
[t is the intent of the committee that the total increase shall be used 
for the purpose of aiding deserving Indians attending school above 
he high-school level. 

The following tabulation sets out the distribution to the activities 
within the appropriation: 








t 
t ¢ 
Adjusted Mes ( € 
Act ties api pr re n 
: [ous 
у i i 
à п 
1 1а] ince, fa 1 І $37 888 242. 60 м ё ۱ 
(аге ar ince ser ‹ ‹ , 79 2, 000 
$ 1 0 47 ч 
M w and orde r 4 | ^ $ 0 
Total 1 $9 30. 70K ХХ 2 0 


It is the view of the committee that in administering the education 
program of the Bureau of Indian Affairs et nphasis should be given to 
cational training al the earliest possible асе 





RESOURCES MANAGEMENT 


\ppropriation, 1956 . У. 2 m d поља У, ры 1512 432 000 
Pending supplemental for pay cost 150, 000 


Adjusted total appropriation, 1956... ا‎ OUR 1 12. S82. 000 
ШАЛАНА ө I аас 2055 ЗИС 00-000 
llouse allowance... Жыз ат кз а 7 # 260006 Goo 
Committee recommendation... KOS у, | 16. 200, 000 


And the use of $200,000 from the “R 
And the use of $270,000 from the ‘Reve 
And the use of $350,000 from the “‘Revo 





The committee recommends the allowance of an appropriation of 
$16,200,000 and, in addition, the use of $350,000 from the “Revolving 
fund for loans" for the management of resources under the jurisdiction 
of the Bureau of Indian Affairs. 

The budget estimate has been approved, and the following increases 
recommended : 

Soil and moisture conservation, $100,000.—The House approved this 
increase. Many thousand acres of Indian lands need attention under 
this program in order that these lands may become more productive. 

Weed control, $100,000.—The committee recommends an increase 
of $100,000 for the control of noxious weeds on Indian lands. This 
increase is to provide funds for the control of noxious weeds on Indian 
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6 INTERIOR AND RELATED AGENCIES APPROPRIATIONS, 1957 


lands in areas where local weed-control programs are being undertaken 
It has been brought to the attention of the committee that some of the 
local programs have been threatened as the result of the lack of weed 
control on Indian lands. 

It is the view of the committee that the provision in leases of Indian 
lands should be strengthened to assure compliance with weed-control 
laws by the lessor of such lands. 


CONSTRI 
Appropriation, 1956 bot i Los d ioc LE: $7. 979. 003 
Budget estimate, 1957.. à — Ра i PRES ‚ 500. 001 


House allowance | rais ر‎ 000. 000 


Committee recommendation : nj ЗА АЕ d i . 710, 000 


The committee recommends the allowance of $7,740,000 for th. 
construction program of the Bureau of Indian Affairs. The amount 
recommended is an increase of $3,740,000 over the House allowane: 
and an increase of $240,000 over the budget estimate 

The construction program presented in the justifications is ap 
proved and an additional $240,000 is recommended for the construe 
tion of additional school facilities at Santo Domingo Pueblo, N. Mey 

The House committee approved the construction program presented 
in the justifications submitted in support of the budget estimat: 
However, the committee recommended only $4,000,000 for this pro 
gram on the assumption that there would be *unobligated funds 
available at the end of the current fiscal year that could be used to 
finance the projects in the 1957 program. The committee has be 
advised by the Department that there will be approximately $ 
500,000 unobligated at the end of the current fiscal vear, but all 
this amount is allocated to projects approved by the Congress in t 
appropriation act for the current vear, and previous vears; and th: 
the full amount will be required to continue construction of these ај 
proved projects. ‘Therefore, the committee recommends the allow 
ance of the budget estimate. 


ROAD CONSTRUCTION AND MAINTENANCE (L CONTRA ( 
AUTHORIZATION) 
OOO, Of 


Appropriation, 1956 
500 


í 
Budget estimate, 1957 i aei E E d Juwel gs 
House allowance.... PL MO d odd o a ds dio scm s A 
Committee recommendation 809 11, 


500 ( 
500.0 

The committee recommends the allowance of the budget estimat 
of $11,500,000 for the liquidation of contract authority granted in t 
Federal-Aid Highway Act of 1954 for the construction and maint 
nance of Indian roads and trails. 

Of the total amount available $2,220,000 will be required for t 
maintenance of the existing road system leaving the balance « 
$9,280,000 to meet contractors’ earnings and other costs. 


GENERAL ADMINISTRATIVE EXPENSES 


Appropriation, 1956. 4 $2 600, 
Pending supplemental for pay costs и 150, 


Adjusted total appropriation, 1956 2, 750, 
Budget estimate, 1957 3. 190, 000 
House allowance 3. 190, 000 

3, 190, 000 
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The committee recommends the allowance of the budget estimate 
of $3,190,000 for general administrative expenses of the Dureau of 
Indian Affairs. 

In addition to this appropriation other funds are made available for 
certain common service activities from other appropriations to the 
zureau. 

DISTRIBUTION OF FUNDS OF THE CREEK INDIANS 


Budget estimate, 1957 
House allowance. аи E i 
Committee recommendation 


$200. 000 
200. 000 
200, 000 


The committee recommends the allowance of the budget estimate 
of $200,000 for the expenses necessary for the distribution of funds 
in the Тгеазигу to the credit of the Creek Indians. This appropriation 
was authorized by the act of August 1, 1955 (69 Stat. 431 

The distribution of these funds will permit the Indians to derive 
some benefit from their money, and it will also stop the accrual of 
interest on money held by the Government to the credit of the 
Indians. 

ADMINISTRATIVE PROVISIONS 


The committee recommends the granting of authoritv to the 
Bureau of Indian Affairs to purchase 290 passenger vehicles, of which 
270 shall be replacements. This is the number recommended by the 
Bureau of the Budget. The House approved the purchase of 270, 


of which 250 were to be replacements. 


rRIBAL FUNDS 


Appropriation, 1956 я "= ЕР $3 300. 000 

iget estimate, 1957 a i 4 _... 3, 000, 000 
Н se allowance | 1 3. 000. 000 
Committee recommendation 3, 000, 000 


ry . 1 1 р ] Bs м 
l'he committee recommends the allowance о! {Һе budget estimate 
1 


of $3,060,600 to be appropriated from the funds deposited in the 
Treasury to the credit of the various Indian tribes. 


GEOLOGICAL SURVEY 


SURVEYS, INVESTIGATIONS, AND RESEARCH 


ippropriation, 1956 а $26, 635, 000 
Pending supplemental for pay costs j مچ‎ ۴ 1, 405, 000 
Adjusted total appropriation, 1956 8. 040, 000 


Budget estimate, 1957 
House allowance 
Committee recommendation 


602. 000 
602. 000 


2% 

31.602 000 
] 

3 


The committee recommends the allowance of the budget estimate 
of $31,602,000 for surveys, investigations, and research by the Geologi- 
cal Survey. 

Within the amount recommended there is $5,070,000 that is avail- 
able only for the State cooperative water resources investigations 
program. The committee has been advised that this amount is 
sufficient to match the State contributions to this very important 
program. 
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Of the increase recommended over the appropriation for the current 
fiscal vear, $1,895,000 is for implementing the President's nationa 
minerals policy. 

The committee is pleased to learn that the proposal for the new 
Geological Survey building in the metropolitan area of Washington, 
D. C., has beea submitted to the Public Works Committees of th. 
Congress for approval under the terms of the Lease Purchase Ac 
(Public Law 519, 83d Cong.). However, it has come to the commit 
tee's attention that complications have developed in the acquisition 
of the site for this building. Therefore, the committee recommend 
the inclusion of a provision in the bill to expedite the acquiring of thi 
site. 


Bureau or MINES 
CONSERVATION AND DEVELOPMENT OF MINERAL RESOURCES 
Appropriation, 1956 


093, 000 
Pending supplemental for pay costs 


650, 000 

Adjusted total appropriation, 1956 
Budget estimate, 1957............. 
House allowance....... 


ОТ, РОО E> ОО ‚ 363, 00 


The committee recommends the allowance of the budget estimat: 
of $17,363,000 for the conservation and development program of the 
Bureau of Mines. This amount is an increase of $2,000,000 over th: 
sum of $15,363,000 allowed by the House. 

Of the House reduction of $2,000,000 а major portion— $1,200,500 
was applied to the *'shale-to-oil'" research program. While it is tru 
that tremendous progress has been made in this field ia recent vea: 
it is the view of the committee that the program has not advanced t 
the point where it would be in the interest of the Federal Goveramce: 
to curtail its activities in this field. 


3, 000 
3. 00 
3, OOO 


HEALTH AND SAFETY 
Appropriation, 1956... 


а ‚ 000, 0‹‏ تڪ 
Pending supplemental for pay costs‏ 


305, Ot 

Adjusted total appropriation, 1956 А ых 5 
Budget estimate, 1957 5, 304, 30 
House allowance о 


| ыы ле А ы Кы PLE. M ‚ 304, 3( 
Committee recommendation = — — — T o Ww 


The committee recommends the allowance of the budget estimat 
of $5,304,300 for the health and safety activities of the Bureau o! 
Mines. 


The funds recommended are for the following purposes: 


‚ 305, 001 
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Investigation of accidents and rescue work 
Mine inspections and investigations 
Explosives and explosions testing and research 


GENERAL ADMINISTRATIVE EXPENSES 


Appropriation, 1956 


$970 
Pending Supplemental for pay costs 


60 


Adjusted total appropriation, 1956 1, 030 


Budget estimate, 1957 
House allowance 








OU 
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00 
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The committee recommends the allowance of the budget estimate 
of $1,030,000 for the general administrative expenses of the Bureau of 
Mines. 

These funds finance the operation of the Washington office and the 
five regional offices of the Bureau. In addition to this appropriation 
charges are made against other funds available to the Bureau for 
common services of this nature. 


NATIONAL PARK SERVICE 


MANAGEMENT AND PROTECTION 


Appropriation, 1956... али ва а а ьа РОР ООН 
Pending supplemental for pay FN а аса ыан 618, 000 

Adjusted total appropriation, 1956.....................--~ 10, 443, 000 
ВОО N TORT LLL Lee d ees at t pu c sa te ti ме а сена 
House allowance чи А 4 Е ЕЕ Г. 
Committee recommendation.. —— а моно 11, 537, 000 


The committee recommends the allowance of $11,537,000 for the 
management and protection of areas under the jurisdiction of the 
National Park Service. 

With the funds provided the National Park Service will administer 
the following new areas: 

City of Refuge National Historical Park, T. H. 
Devils Postpile National Monument, Calif. 
Edison Laboratory National Monument, N. J. 
Fort Caroline National Memorial, Fla. 

Fort Union National Monument, N. Mex. 
Virgin Islands National Historic Site, V. I. 

The increase of $57,000 over the budget estimate is for the following 
ictivities: 

1. Additional archeological investigations in Federal reservoir 
sites, $25,000; and 

2. Archeological investigations in the Arkansas Post area, 
$32,000. 


MAINTENANCE AND REHABILITATION OF PHYSICAL FACILITIES 


Appropriation, 1956 aub Dim n ard d die E Editt ајә SN 960 000 
Pending supplemental for р: iv MM Lan E EES pur PSI WE HEROS 144, 000 
Adjusted total appropriation, 1956........................ 9, 094, 000 

С НИНА а а а стајале ће ви а ње 10, 158, 000 
House allowance... а ны о ср е 10, 158, 000 
Committee recommend: ation. емел уа а Гу 09 


The committee recommends the allowance of the budget estimate 
of $10,158,000 for the maintenance and rehabilitation of facilities under 
the jurisdiction of the Park Service. 

Of the total estimate, $4,503.900 is for the maintenance of roads 
and trails and the balance of $5,654,100 is for the maintenance and 
rehabilitation of buildings and utilities. 
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CONSTRUCTION 
Appropriation, 1956 $5, 425, 000 
Budget estimate, 1957 3, 550, 000 
House allowance , 000, 000 
‚ 250, 000 
t Includes $8,350,000 submitted in H. Doc. 326 


The committee recommends the allowance of $15,250,000 for the 
construction program of the Park Service, an increase of $250,000 ove: 
the House allowance. 

The budget estimate of $13,550,000 includes $8,350,000 submitted 
in House Document No. 326 to initiate the long-range program о! 
improvements in the areas administered by the National Park 
Service. 

The committee approves the program presented in the justifications 
submitted in support of the budget estimates. In addition the follow- 
ing projects are to be included in the program: 

Grand Canyon National Park, §250,000.—The committee recom 
mends the inclusion of $250,000 for the construction of additional 
school facilities at the Grand Canyon National Park. The presen 
facilities are not adequate for the present enrollment, especially in th 
high-school grades. The committee has been advised by officials of 
the State of Arizona and the local school district that the cost ој 
operation and maintenance of the additional facilities will be assumed 
by the school district. 

Cumberland Gap National Historical Park, У100.000. Тће con 
mittee recommends the allowance of $100,000 for the construction ol 
needed facilities at the Cumberland Gap national historical area. 

Yellowstone National Park, $52,400.—The committee has been ad 
vised that an additional allowance of $52,400 will allow the Par 
Service to complete utilities that are needed to serve new facilities 
being costructed by a concessioner. 

Rocky Mountain National Park, Hidde n Vall y area, $15,000. Th 
committee recommends the allowance of $15,000 for the construction 
of additional facilities at the Hidden Valley area in the Rocky Moun- 
tain National Park. 

Badlands National Monument, $44,500.—The committee recom 
mends an allowance of $44,500 for the construction of additional 
facilities in the Badlands National Monument in South Dakota. 

Carlsbad Caverns National Park, $78,480.—In the appropriation act 
for 1955, $250,000 was provided for the construction of a public use 
building at the Carlsbad Caverns National Park. ‘The committee 
has been advised that the Park Service has not been successful in 
obtaining a contract for the building within the sum specified. There 
fore, the committee recommends an additional $78,400 in order that 
this building may be compléted. 


CONSTRUCTION (LIQUIDATION OF CONTRACT AUTHORIZATION (ROADS 
AND TRAILS, AND PARKWAYS) 

Appropriation, 1956 $19, 654, 300 

Budget estimate, 1957 29, 800, 000 

House allowance. 29. 800, 000 

29, 800, 000 
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The committee recommends the allowance of the budget estimate of 
$29,800,000 for the liquidation of contract authority granted in the 
Federal-Aid Highway Act of 1954 for the construction of roads and 
trails and parkw ays. 

The new contract authority for fiscal year 1957 is as follows: 

Re tee PRI А ЕЛ. a re uela nd situ ae $12, 500, 000 
FREMDE а ладан 11, 000, 000 


ОМО MIDI... e arae vim dos re et ee ee 28, 500, 000 
The following projects are to be included in the road-and-trails 
program for fiscal year 1957: 


Cumberland Gap National Historical Park, additional roads and trails. $150, 000 
Vicksburg National Military Park, additional roads and trails... --- 100, 000 
Badlands National Monument, additional roads and trails_......---- 35, 000 


JONES POINT BRIDGE 


Appropriation, 1956 о им рани на (T) 

Боске estimate, 1057... accom E UN He t ia _ $13, 825, 000 
House allowance а E "m None 
Committee recommendation. .........- Пан ан ds None 


$500,000 pending in the 2d supplementa! appropriation bill 


The committee recommends that the budget estimate of $13.825.000 
for the construction of the Jones Point Bridge be disallowed. It is 
the view of the committee that the responsibility for the construction 
of this bridge should be transferred from the Secretary of the Interior 
to the Secretary of Commerce, and calls the attention of the Senate 
to the pending legislation (H. R. 7228) to accomplish this purpose. 

It is the hope of the committee that the pending legislation will be 
enacted into law in the immediate future, at which time the com- 
mittee will again consider this estimate, either in the Department of 
Commerce and related agencies appropriation bill, or the supple- 
mental appropriation bill for 1957. 

The action of the committee should not be considered as a disallow- 
ance of funds on the merits of the project, but rather a postponement 
of the allowance of funds until this matter of construction responsi- 
bility is definitely disposed of. 

The Department of the Interior and Related Agencies Subcommittee 
recommended the allowance of the funds for the construction of the 
bridge, and is convinced that construction should proceed at an early 
date. The subcommittee will repeat its recommendation for the 
allowance of construction funds to any subcommittee that considers 
funds for this purpose. 


GENERAL ADMINISTRATIVE EXPENSES 


КОРНО А 2 odes envi UAM Un D дд анн» ada sss. $1, 175, 000 
Anticipated supp.emental for b COEM ase Reese ERREUR RE E d 75, 000 

Adjusted total appropriation, 1956................-------- 1,2 50, 000 
ИНСОН ТОИ С аа een 1, 250, 000 
о а о ааа аа аа а ааа д ааа 1, 250, 000 
Loans NIODDIUMIALIOD. . ... Ln cune emo m ritis sm rat E 1, 250, 000 


The committee recommends the allowance of the budget estimate 
of $1,250,000 for the general administrative expenses of the National 
Park Service. 

These funds finance the operation of the Washington office and the 
five regional offices of the Park Service. 
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ADMINISTRATIVE PROVISIONS 


The committee recommends the inclusion of a provision to author 
ize the use of receipts to defray expenses of the operation of the Mount 
McKinley Park Hotel in the Mount McKinley National Park i: 
Alaska. 

It is estimated that the operation of the hotel will result in a ne 
loss of $20,300, and this sum has been provided under the “Manage 
ment and protection” appropriation. 

The committee desires to make it clear that it recommends thi 
type of operation for only 1 vear. The Secretary is expected to mak: 
every effort to place this facility under a concession contract. 


Fish AND WILDLIFE SERVICE 


MANAGEMENT OF RESOURCES 
Appropriation, 1956 


‚ 728, 50 
Pending supplemental for pay “costs 


280, 000 


Adjusted total appropriation, 1956 7, 008, 500 
Budget estimate, 1957. 


9, 696, 001 
House allowance 9. 696, 000 


110, 373, 60 
! And the use of $172,400 of available funds 


The committee recommends a total program of $10,546,000 to b. 
financed as follows: 


Appropriation..... 4 A00 
Use of available funds 2, 40 


Total program 0, 546, 00) 

The program presented in the justifications submitted in support 
of the budget estimate is approved, and funds are provided for th. 
following increases: 


Propagation and distribution of food fishes, $100,000.—' The committee recon 
mends the allowance of $100,000 for expanded operation at existing fish hatc! 
eries. In allocating these funds the Department should take into considerati 
those areas where the demand for fish is the greatest. 

Control of predatory animals and injurious rodents, $750,000.—The budget 
cludes $1,009 500 for this purpose. The House allowed $1,259,500, and the co: 
mittee recommends the allowance of $1,759,500. This program is conducted 
under cooperative agreements with the Federal land-management agencies, t! 
Publie Health Service, State agencies, farm and livestock associations, and ind 
viduals. During the current year the contributions of the cooperative agencie 
other than Federal agencies, amount to $3.20 for every 
program. 

In view of the immensity of the problem involved and the increased interest 
and financial contributions of the cooperating agencies, it is the view of the con 
mittee that the increase recommended is fully justified. Over a period of year 
the cost of this program has greatly increased, while appropriations for this pur 
pose have not increased accordingly. 

To carry out the accelerated program 20 passenger vehicles will be required 
and authority to purchase these has been granted. 


il 


Federal dollar in t! 


INVESTIGATION OF RESOURCES 
Appropriation, 195€ 


$4, 917, 000 
Anticipated — ПОЕНЕ ter pay 0G 22 ti dizit oid 


185, 000 


Adjusted total appropriation, 1956 5, 102, 000 
Budget estimate, 1957 


5, 065, 000 
House allowance 5, 065, 000 


5, 105, 000 








0 


0 
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The committee recommends the allowance of $5,105,000 for the 
investigations program of the Fish and Wildlife Service. 

'The increase of $40,000 over the budget estimate is for Great Lakes 
fishery research to assure the operation of the research vessel Cisco. 
The committee has been advised that the actual operation of the 
facilities to control sea lampreys will be under the Great Lakes 
Fishery Commission that was created under the treaty with Canada 
on this matter. However, it is the view of the committee that a lim- 
ited-research program should continue. 

In addition to this appropriation, $3,000,000 will be available for 
research under the Saltonstall-Kennedy Act. 


CONSTRUCTION 
E O Fae RRR E 81, 750, 000 
Budget estimate, 1957......... 2. 200, 000 
House allowance receta Pa aant s — 2. 200. 000 
СОАК CARERE aS wa 4,441, 000 


The committee recommends the allowance $2,471,000 for the con- 
struction program of the Fish and Wildlife Service. The program 
presented in the budget justifications is approved and funds are 
recommended for the following increases: 


Williams Creek (McNary), Ariz., fish hatchery, $108,000.—The budget estimate 
neludes $20,000 to construct a new concrete raceway at this facility. The total 
cost for completing all raceways is $128,000. The committee recommends an 
increase of $108,000 in order that the raceways can be completed in the coming 
fiscal vear. 

Welaka, Fla., fish hatchery, $40,000.—The budget estimate includes $30,000 
to improve the rearing ponds at this facility. The committee recommends an 
increase of $40,000 to complete the improvement and to install drainage facilities. 

Marion, Ala., fish hatchery, $50,000.—The committee recommends the allowance 
of $50,000 to initiate the rehabilitation of the fish hatchery at Marion, Ala. 

Creston, Mont., fish hatchery, $18,000.—The committee recommends the allow- 
ance of $18,000 for the construction of additional concrete raceways at the Cres- 
ton, Mont., fish hatchery. 

Gavins Point (Missouri River Basin), fish hatchery, $30,000.—The committee 
recommends the allowance of $30,000 for preliminary engineering, specifications 
and construction of access roads for a warm-water fish hatchery to meet the needs 
of the Federal reservoirs in the Missouri River Basin project. 

Hagerman, Idaho fish hatchery, $25,000.—The committee recommends the 
allowance of $25,000 for the construction of additional concrete raceways at the 
Hagerman, Idaho, fish hatchery. 


GENERAL ADMINISTRATIVE EXPENSES 


Appropriation, 1956__........_--- E $760, 000 
Pending Supplemental for pay costs. ........ AME А, 4 50,000 


Adjusted total appropriation, 1956 810, 000 


Budget estimate, 1957............ es ках ш аал. Ж; ОО 
ег. 852, 500 
СОНИ ОЙ о adea ad a ea nc ara m 852, 500 


The committee recommends the allowance of the budget estimate 
of $852,500 for the general administrative, expenses of the Fish and 
Wildlife Service. 

These funds finance the operation of the Washington headquarters 
and the regional offices. And in addition funds are available from 
permanent appropriations for this purpose. 





14 INTERIOR AND RELATED AGENCIES APPROPRIATIONS, 1957 


ADMINISTRATIVE PROVISIONS 


The committee recommends tbat authority be granted to allow the 
Fish and Wildlife Service to purchase 131 passenger vehicles, of which 
97 shall be replacements. The number recommended is an increas; 
of 20 over the number recommended by the budget, and are required 
to implement the increased program recommended for the control of 
predatory animals and injurious rodents. 


OFFICE OF TERRITORIES 


ADMINISTRATION OF TERRITORIES 


60‘ 


› 
2, 50: 
, 
, 


Appropriation, 1956 
Budget estimate, 
House allowance 


GER 2. 803 
Committee recommendation 


р = — ut D CIELO 2. 803 

The committee recommends the allowance of f the budget estimat 
of $2,803,000 for the administration of Territories. These funds pı 
vide for the departmental headquarters of the Office of Territori 
and expenses in support of the governments of Alaska, Hawaii, t! 
Virgin Islands, Guam, and American Samoa. 

The increase of $193,500 is primarily for the expenses of the bien: 
Legislatures of Alaska and Hawaii, and increased cost for the car 
the mentally ill in Alaska. 


TRUST TERRITORY OF THE PACIFIC ISLANDS 


Appropriation, 1956_........--- i — а 54, 500, ( 
Funds made available from Island Trading Co. surplu 500 


Adjusted total appropriation, 1956 — — 5, 000 
Budget estimate, 1957......—.———---- 1 ш "MC 4 S00. ( 
House allowance ® : ке: аран — 1, 500 
Committee recommendation t, 800 


The committee recommends the allowance of the budget estima 
of $4,800,000 for the administration of the Trust Territory of 
Pacific Islands. 

Under the terms of the trusteeship agreement between the Unit: 
States and the Security Council of the United Nations, the U! 
States exercises full powers of administration, legislation, and ju: 
diction over the Territory and has undertaken obligations to promot: 
the political, economic, and educational advancement of the inhabi 
ants. 
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ALASKA PUBLIC WORKS 
Appropriation, 1956 . $3, 000 
Budget estimate, 1957....... ў > 5, 000 
House allowance ~ ; a 4, 968 
Committee recommendation Е ‚968, 


'The committee recommends that the Senate concur in the House 
allowance of $4,968,000 for the Alaska public works program. 
The following projects are approved for fiscal year 1957: 
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Applicant and location | Туре | — 

cos 
Petersburg, city of............... Е ксы MERT O раа Чо | $170, 095 
rritory of Alaska, Kenai а 3 Multipurpose room. ..... eee 229, 260 
iversity of Alaska, college................ ds 100-w 01 653. 415 
Ketchikan, city of — Arterial ad« 150, 865 
iirbanks Independent School District Г Ez H 1 015 670 
Wrangell, town x ль Wate 22, 170 
chorage, city of (Mountain View 4 vel ó 423. 420 
Anchorage, city of (Knik Arm Outfall 4 à lo — У и ди d 699. 330 
ildez, city of... ос О с сок ad 478, 775 
'Total construction................ 2 ль. dedos em cina addi E 4, 443, 000 
Administration — — tom EEN таты و و ن نه چ‎ 525, 000 
Total — — — daos фена o duin ehe ась анажан аана 4, 965, 000 

CONSTRUCTION OF ROADS, ALASKA 

Appropriation, 1956___..___- Ра у 2d ы а А КГ СМЕСТИ $6. 300, 000 
Budget estimate, 1957.............- E i Shaken uudud dud CM 
House allowance... — аа ао E 7, 800, 000 
Committee recommendation... .. 2... о M 


The committee recommends the allowance of the budget estimate 
of 87.800.000 for the construction of roads in Alaska. 

The recommended appropriation is allocated to the following 
activities: 





А s | е, 

reparation of plans $300, 000 

Construct n in progress " a oe t Хх} 

Reconstruction ٤ М 3 = Es 800. 000 

4. New construction. . 
| ила аа Банда наадаан 7, 8 ‚000 
OPERATION AND MAINTENANCE OF ROADS, ALASKA 
КОО ТО E ас $3, 500, 000 
| ПИ ВИ Ес с са а пара dian ee a 3, 625, 000 
Н House allowance : du uM e MEE Ra 3, 625, 000 
СОЛИНО ТОНИНИ ИЛИИИ. а га aedi vie etc Au mas cac coc om dier dn 3, 625, 000 

The committee recommends the allowance of the budget estimate of 
| $3,625,000 for the operation and maintenance of the Alaskan road 

svstem. 

The Territory's highway system under the jurisdiction of the Alaska 
| Road Commission totaled 3,543.5 miles as of June 30, 1955. The total 
- cost of maintaining the road system during the current fiscal year was 
o ] $3,910,000, of which $3,500,000 was provided by this appropriation 
0 and the balance is provided by the Territory. 


CONSTRUCTION, ALASKA RAILROAD 


\ppropriation, 1956 $4 100. 000 


Ban а ПОТ океаны " Abd eee E None 
House allowance... dc рае ИЕ! None 
— — ананан — None 


90002?*— 51  S.Rept., 84-2, vol. 2—— 553 
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It has come to the attention of the committee that the Comptrolle: 
General has ruled that the Alaska Railroad is authorized by law to 
retain in the Alaska Railroad revolving fund all amounts received by 
it over and above amounts required for maintenance charges and 
operating expenses and to use such amounts for construction and 
improvement of the Railroad. 

In view of this ruling, the language proposed by the Department 
authorizing the use of the revolving fund for such purposes is not 
required. 

The committee feels, however, that in order to appropriately review 
the program of the Alaska Railroad it is essential that the annua 
budget submission reflect a schedule of amounts proposed for capita 
improvements. Accordingly, the Secretary of the Interior is re- 
quested to have appropriate schedules included in the budget annualls 
which will disclose, by major items, the amounts proposed for capital 
improvements. The committee wishes to make it clear that no 
major capital improvement or rehabilitation is to be financed from 
revenues until it has been presented to and approved by the Appro- 
priation Committees of the Congress. 

For the fiscal year ending June 30, 1957, the committee approves 
the use of $3,358,000 from revenues of the railroad for the capita! 
investment program presented to the committee, 


ADMINISTRATION, DEPARTMENT OF THE INTERIOR 


SALARIES AND EXPENSES 
Appropriation, 1956_____- $2, 065, 000 
Anticipated supplemental for pay costs — 100, 00 


Adjusted total appropriation, 1956.. i : 2. 165, 000 
Budget estimate, 1957 в 222. 000 
House allowance 
Committee recommendation А 

The committee recommends the allowance of $ - for 
administration of the Department of the Interior. T * ‘se funds finance 
the operation of the overall administration of the activities of th 
Department of the Interior. 


GENERAL PROVISIONS—DEPARTMENT OF THE INTERIOR 


The committee recommends that section 106, which imposes a 
limitation on the funds available for informational services, ђе stricke: 
from the bill. 

Some years ago this type of limitation was imposed on practically 
all of the executive departments of the Federal Government. How 
ever, at the present time such limitations are only in effect in the 
Department of Defense and the Department of the Interior. 


TITLE II—RELATED AGENCIES 


COMMISSION OF FINE ARTS 


Appropriation, 1956... . $21. 200 
Anticipated supplemental for р: iy costs 1, 00 


Adjusted total appropriation, 195 22. 200 
Budget estimate, 1957 31, 000 
House allowance 31, 001 


31, 000 
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The committee recommends the allowance of the budget estimate 
of $31,000 for the Commission on Fine Arts. 

The committee feels that the present workload of the Commission 
fully justifies the increase recommended. 


FEDERAL Coat Mine Saretry Boarp or Review 


SALARIES AND EXPENSES 
SEN ie iui qan edi nd ias a с dine $70, 000 
а О 70, 000 
А 70, 000 


О а a ee atte 70, 000 

The committee recommends the allowance of the budeet estimate 
of $70,000 for the expenses of the Federal Coal Mine Safety Board 
of Review. 


DEPARTMENT OF AGRICULTURE 
Forest SERVICE 


SALARIES AND EXPENSES, NATIONAL FORFST PROTECTION 
AND MANAGEMENT 


Appropriation, 1956 _ - - кроз =: ; $3: 


‚ 811, 500 
Anticipated supplemental for рау costs. 


5 
LOU S сок а * 1, 978, 500 


Adjusted total appropriation, 1956 ARENA EI RE 
НИНА ИИ наьа гы À zen 41, 668. 000 
Ноше аПотанеов. sen ПИР dE LAE vota Sue 11, 668, 000 
Committee recommendation. .......2...... — — -... 46, 063, 500 


The committee recommends an allowance of $46,063,500 for 
“Salaries and expenses, national forest protection management.” 

The program presented in the justifications submitted in support 
of the budget estimate is approved; and the committee recommends 
the following increases: 


Range resource management, $500,000.—It has come to the committee’s attention 
that there are 6,500 range-management units lacking inventories and manage- 
ment plans. This increase of $500,000 over the budget estimate of $1,110,400 
will allow the Forest Service to set up a program to complete this work in 10 to 
12 years. At the rate proposed in the budget it would take approximately 20 
years to complete the project. 

Wildlife resource management $270,000.—The budget estimate includes 
$230,000 for this activitv. The committee recommends the J wance of 
$500,000—an increase of $270,000. This increase will strengthen this program, 
and is to be applied in the national forests throughout the Nation. 

Soil and water management, $250,000.—The committee recommends the allow- 
ance of $600,000 for this activity, an increase of $250,000 over the budget esti- 
mate. This work involves the rehabilitation of badly eroded areas within the 
national forests. There are 2,025,000 acres that need attention under this 
program. 

Sanitation and care of public campgrounds, $1,805,500.—The budget estimate 
includes $2,195,000 for the operation and development of the publie use areas in 
the national forests. The committee recommends the allowance of $4 million, an 
increase of $1,805,500. 

The committee has recommended funds to initiate a long-range program for 
the improvements of the national parks. It is the view of the committee that the 
Forest Service should present a program of this nature, and that funds to im ple- 
ment such a program should be submitted to the Bureau of the Budget for con- 
sideration in the budget for fiscal year 1958. 
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18 INTERIOR AND RELATED AGENCIES APPROPRIATIONS, 1957 


Forest fire protection, $450,000.—The committee recommends an increase of 
$450,000 to provide for additional fire protection on the national forest in southern 
California, 

Reforestation, $620,000.—The budget estimate includes $1,130,000 for the re- 
forestation of areas in the national forests. The committee recommends an in- 
crease of $620,000. 

There is a backlog of 4,000,000 acres of national forest lands that need atten- 
tion under this program. The committee was advised that no progress has been 
made toward decreasing this backlog because, “the present planting program is 
insufficient to show any progress on this backlog because the acreage burned, each 
year which requires planting, exceeds the area planted." The committee hopes 
that the budgets for fiscal year 1958 and following years will provide adequate 
funds to carry out a reforestation program commensurate with the needs for a 
sound management program. 

Of the increase recommended $100,000 is for reforestation work in the Chippewa 
and Superior National Forests. In carrying out this work it is the recommenda- 
tion of the committee that Indian labor be used. 

Range revegetation, $500,000.—' The budget estimate includes $715,000 for this 
activity. The committee recommends an increase of $500,000. The committee 
was advised that there is now a backlog of 3,500,000 acres of rangeland that need 
to be reseeded. 


SALARIES AND EXPENSES, FIGHTING FOREST FIRES 


Appropriation, 1956 $5, 250, 000 
Budget estimate, 1957 ; 5, 250, 000 
House allowance. ...... 5. 250, 000 
Committee recommendation 5. 250, 000 

The committee recommends the allowance of the budget estimate 
of $5,250,000 for Salaries and expenses, fighting forest fires." 


SALARIES AND EXPENSES, CONTROL OF FOREST PESTS 


to 
“J 
~ 


— 


500 
‚ 000 
500 
000 
000 
009 


Appropriation, 1956 
Pending supplemental for pay costs 
Adjusted total appropriation, 1956 
Budget estimate, 1957 
House allowance 
Committee recommendation 
The committee recommends the allowance of the budget estimate 
of $5,120,000 for “Salaries and expenses, control of forest pests." 
The decrease below the appropriation for the current year is the 
result of the completion of major phases of the program for the 
control of the spruce budworm and the spruce bark beetle. 
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oct 


— — — 
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SALARIES AND EXPENSES, FOREST RESEARCH 


Appropriation, 1956 : $7, 751, 000 
Anticipated supplemental for pay costs 455, 000 


Adjusted total appropriation, J956 8, 209, 000 
Budget estimate, 1957 9, 350, 000 
House allowance. ... — 9, 350, 000 
Committee recommendation 4 10, 650, 000 

The committee recommends an appropriation of $10,650,000 for 
‘Salaries and expenses, forest research," an increase of $1,300,000 
over the budget estimate. 

Within the sum recommended $1,584,828—the budget estimate— 
is for the operation of the Forests Products Laboratory at Madison, 
Wis. The sum recommended for this purpose is an increase of $468,- 
000 over the amount available for the current fiscal year, and $300,000 
over the amount allowed by tke House for fiscal year 1957. 
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The program presented in the justifications in support of the budget 
estimate is approved, and the following increases are recommended: 


Forest management research $275, 000 


Forest protection research 25, 000 


These increases were recommended by the House. In addition the 
committee recommends an increase of $1 million to strengthen forestry 
research throughout the country. 

The committee received numerous requests for funds for additional 
research projects and does not feel that it can allow all such requests. 
Therefore, the committee requests the Chief of the Forest Service to 
review the hearings of the committee and allocated funds from the 
increase recommended by the committee to those projects that he 
feels have merit, and will fit into the research program of the Forest 
Service, 

ROADS AND TRAILS 


Appropriation...... $24, 000, 000 
Judget estimate, 1957 . 000, 000 
House allowance..... . 000, 000 

, 000, 000 


'The committee recommends the allowance of the budget estimate 
of $24 million for the construction and maintenance of forest roads 
and trails. 

'The amount recommended is the full amount of the authorization. 


ACQUISITION OF LANDS, WEEKS ACT 


) 


Appropriation, 1956 : $190, 000 
Budget estimate, 1957. کا‎ и пса а а None 


House allowanee..... — P None 


Committee recommendation Р 100, 000 

The committee recommends the allowance of $100,000 for the 
acquisition of lands under the Weeks Act. 

These funds are to be used to acquire scatter tracts of privately 
owned lands within the boundaries of National Forests that are pre- 
senting problems in the administration, management and protection 
of the National Forests. 


ACQUISITION OF LANDS, SPECIAL 

Appropriation, 1956 $10, 000 
Budget estimate, 1957 j None 
House allowance None 
Committee recommendation 10, 000 

The committee recommends the use of $10,000 of the receipts from 
the Cache National Forest for the acquisition of watershed lands 
within the forest under the terms of the act of May 11, 1938 (52 
Stat. 347). 


STATE AND PRIVATE FORESTRY COOPERATION 


Appropriation, 1956 $11, 337, 129 
Pending supplemental for increased pay costs 45, 000 


Adjusted total appropriation, 1956 11, 382, 129 
Budget estimate ‚ 385, 000 
House allowance , 385, 000 
Committee recommendation 15, 165, 000 
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The — recommends an appropriation of $15,165,000 for the 
State and vate forestry cooperation program of the National Forest 
Service. This i is an increase of $3,780,000 over the budget estimate. 

The committee was impressed with the presentation by the Associa- 
tion of State Foresters and at their requests recommend the following 
allowances: 

Cooperation in forest-fire control $13, 000, 000 
Cooperation in forest tree planting 1, 000, 000 
Cooperation in forest management and processing 1, 000, 000 
General forestry assistance 165, 000 

In allocating the increases recommended by the committee adequate 
provision shall be made for any State that is not now participating in 
the programs. 

In recommending increases for the cooperative programs the com- 
mittee has taken into consideration the following problems that point 
out the lack of a sound management program on the State and private 
forestry lands— 

There are 49,000,000 acres of State and private forest lands 
without any type of organized fire protection. 

2. The present demand for tree seedlings now exceeds the sup- 
ply in many States. 

The lack of adequate technical personnel to advise the small 
=== owner as to proper timber management practices. This 
program is carried on by the States through their farm foresters, 
and is the key to sound management of the small farm tracts. 


COOPERATIVE RANGE IMPROVEMENTS 


RM ПО еа и лы ЕЕ $700, 000 
Budget estimate, 1957 700, 000 
House allowance ‚ 000 


‚ 000 
The committee recommends the budget estimate of $700,000 for 
this appropriation. The funds are derived from grazing fees and are 
used for cooperative programs for protecting and improving the 
ranges, 
WORKING CAPITAL FUND 


The committee considered the request for the establishment of a 
working capital fund for the Forest Service. The committee recom- 
mends that this request be disallowed. 

It is the view of the committee that this problem has to be con- 
sidered on a governmentwide basis, rather than individual requests 
of various agencies. 


INDIAN CLAIMS COMMISSION 


SALARIES AND EXPENSES 
Appropriation, 1956 
Anticipated supplemental for pay costs 


Adjusted total appropriation, 1956 121, 20 
Budget estimate, 1957 124, 600 
осна ышы ыдын 124, 600 
Committee recommendation 124, 600 
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The committee recommends that the Senate concur in the action 
of the House in the allowance of the budget estimate of the Indian 
Claims Commission. 


JAMESTOWN-WILLIAMSBURG-YORKTOWN CELEBRATION COMMISSION 


Appropriation, 1956 $100, 000 
Budget estimate, 1957 115, 000 
House allowance 115, 000 

115, 000 


The committee recommends the allowance of the budget estimate 
of $115,000 for the necessary expenses of the Jamestown-Williamsburg- 
Yorktown Celebration Commission. 


NATIONAL CAPITAL PLANNING COMMISSION 
SALARIES AND EXPENSES 


Appropriation, 1956 $143, 000 
Anticipated supplemental for pay costs 6, 700 


Adjusted total appropriation, 1956 149, 700 
Budget estimate, 1957 210, 000 
House allowance 185, 000 

210, 000 


The committee recommends the allowance of the budget estimate 
of $210,000 for the salaries and expenses of the National Capital 
Planning Commission. This is an increase of $25,000 over the 
House allowance. 

In view of the increased workload of the Commission the committee 
feels that the increase recommended is justified. 


LAND ACQUISITION 
Appropriation, 1956 $500, 000 
Budget estimate, 1957 1. 500, 000 
House nllowance. . 1, 250, 000 
1, 500, 000 
The committee recommends the allowance of the budget estimate 
of $1,500,000 for the acquisition of lands under the Capper-Cramton 
Act by the National Capital Planning Commission. ‘The amount 
recommended is an increase of $250,000 over the House allowance. 
The committee feels that the requests of the Commission were 
reasonable, and therefore recommends the allowance of the budget 
estimate. 


SALARIES AND EXPENSES, WASHINGTON REGIONAL MASS 
TRANSPORTATION SURVEY 
Budget estimate, 1957 
House allowance 200, 000 
200, 000 
The committee recommends that the Senate concur in the House 
action of allowing the budget estimate of $200,000 for the salaries and 
expenses of the Washington regional mass transportation survey. 
The committee recommends the inclusion of a provision in the bill 
to allow the employment of one employee for a period in excess of 1 
year as provided by the act of June 6, 1924, as amended. 
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SMITHSONIAN INSTITUTION 


SALARIES AND EXPENSES, SMITHSONIAN INSTITUTION 


Appropriation, 1956 $4, 000, 000 
Anticipated supplemental for pay costs.........................- 166, 000 


Adjusted total appropriation, 1956 4, 166, 000 
Budget estimate, 1957 14, 425 000 
House allowance 4, 400, 000 
Committee recommendation 4, 425, 000 


Includes $25,000 submitted in H. Doc. 343. 


The committee recommends the allowance of the budget estimate 
of $4,425,000 for the salaries and expenses of the Smithsonian 
Institution. 

The increase of $25,000 over the House allowance is the amount 
of the supplemental estimate submitted in House Document No 
343 to cover pay increases to wage-board employees. 


SALARIES AND EXPENSES, NATIONAL GALLERY 


Appropriation, 1956 $1, 355, 000 
Anticipated supplemental for pay costs 81, 000 


Adjusted total appropriation, 1956 ‚ 436, 000 
Budget estimate, 1957 ‚ 505. 000 
House allowance 495. 000 

е ' 505, 000 
1 Includes $10,000 submitted in H. Doc. 343 


The committee recommends the allowance of $1,505,000 for the 
salaries and expenses of the National Gallery of Art. The increase 
of $10,000 over the House allowance is the amount of the supple- 
mental estimate submitted in House Document No. 343 to cover pay 
increases to wage-board employees. 


MUSEUM OF HISTORY AND TECHNOLOGY (CONSTRUCTION) 


Appropriation, 1956 $2, 288, 000 
Budget estimate, 1957 33, 712, 000 
House allowance 33. 712. 000 
Restoration requested 1 
Committee recommendation 33, 712, 000 

The committee recommends that the Senate concur in the action of 
the House in allowing the budget estimate of $33,712,000 for the 
construction of the new museum of history and technology. 

The cohstruction of this building was authorized by the act of 
June 28, 1955 (69 Stat. 189). The amount recommend will complete 
the building. 


FRANKLIN DELANO ROOSEVELT MEMORIAL COMMISSION 


Budget estimate, 1957 $10, 000 
House allowance 10, 000 


10, 000 
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The committee recommends the allowance of the budget estimate 
of $10,000 for the expenses of the Franklin Delano Roosevelt Memorial 
Commission. 

This Commission was authorized by the act of August 11, 1955 
(69 Stat. 694). 


Woopnow WiLsoN CENTENNIAL CELEBRATION COMMISSION 


Appropriation, 1956 $51, 500 
Budget estimate, 1957 1 48, 500 
House allowance.... None 
Committee recommendation 48, 500 


! Submitted in S. Doc. No. 108, 


The committee recommends the allowance of the budget estimate 
of $48,500 for the necessary expenses of the Woodrow Wilson Centen- 
nial Celebration Commission. 

House Joint Resolution 443, recently passed by both Houses of 
Congress, provided an increased authorization for this Commission. 


TITLE III—VIRGIN ISLANDS CORPORATION 


GnANTS 

Appropriation, 1956 $390, 000 
Budget estimate, 1957 425. 000 
House allowance 425, 000 
425, 000 
'The committee recommends that the Senate concur in the action of 
the House in the allowance of the budget cstimate of $425,000 for 

grants to the Virgin Islands Corporation. 


These funds are necessary to cover losses of the Corporation, and 
to continue land development work carried on by the Corporation. 


ADMINISTRATIVE EXPENSES 
Appropriation, 1956 1 $160, 000 
Budget estimate, 1957 1 160, 000 
Restoration requested 1 160, 000 
Committee recommendation 1 160, 000 


3 Authorization to use corporate funds, 


The committee recommends the approval of authority for the Virgin 
Islands Corporation to use $160,000 of corporate funds for admin- 
istrative expenses, 
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